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PREFACE. 



That there is a necessary interdependence among all coun- 
tries whose money is kept at the metallic standard, as to the 
average range of their prices of all articles which are dealt 
in internationally, is obvious, and generally recognized. That 
there is the same interdependence, as to the average volume 
at which the currencies of such countries can be maintained, 
must be equally true, but is not so obvious, although it has 
never been controverted as an abstract doctrine. It appears 
to me to have been too much overlooked in monetary dis- 
cussions, and I have thought it useful to give in this work 
an unusual prominence to the doctrine itself, and to point 
out several of its practical applications. 

A thorough realization of the truth of this doctrine will 
tend to moderate both hopes and fears as to the effect of 
the currency laws of any particular country maintaining the 
metallic standard, upon the average volume of its money and 
upon its average prices. The degree of the effect varies, of 
course, with the relative importance of the country, but it is 
in no case so great as it is commonly supposed to be. The 
power of a country on the metallic standard over the steadi- 
ness of the volume of its currency, is much greater, but even 
that power is very imperfect, inasmuch as no country on that 
standard can escape the influence of the changing policies of 
other countries, as respects the suspension or resumption of 
coin payments, and as respects the proportion in which they 
enlarge their money by the use of paper. 

In respect to the paper money of this country, assuming 
always that it is to be maintained at the standard of the 
metals, the existing conditions seem opportune for adopting 
the principle of currency regulation, which was established in 
Great Britain in 1844, and has been since largely copied on 

(xi) 



Xll 



the Continent of Europe. Our paper money is now all of it, 
like our metallic money, National in its origin and guarantees, 
and the public judgment is irreversibly made up that it shall 
remain so. In respect to the circulating notes of the National 
banks, the Treasury at Washington is not merely the holder, 
as ii trustee, of securities for their redemption ; but is by law 
directly charged with the duty of redeeming them, without 
reference to the amount of money obtainable by a sale of the 
securities. Our entire paper money, greenbacks and National- 
bank notes, is one mass, resting upon the responsibility of the 
Government. There is nothing in the vifay of dealing with it 
as one mass, and of maintaining its parity with coin by a 
central metallic reserve of dollar for dollar, for so much of 
it as is in excess of the quantity which will always be re- 
tained in the channels of circulation, except in those extreme 
contingencies, which legislators need not and ought not to take 
into account. In respect to that quantity of the paper money, 
redemption should be neither provided for nor permitted. On 
this system, a demand for coin by the holders of paper will 
not cause a destruction of money, but will merely substitute 
for one kind of money an equal amount of another. The 
total monetary volume will be absolutely steady, except as 
gold and silver are exported, or imported, or produced by 
the mines, or in other words, it will only fluctuate precisely 
as an exclusively metallic currency must fluctuate. The changes 
required to introduce this reform, can be made in such a way 
as not to affect, except beneficially, the National banks which 
are now organized. All the financial and commercial connec- 
tions of the present system, can be protected against any 
shock, or even disturbance. It is neither desirable, nor possi- 
ble, to effect the proposed reform, without respecting all ex- 
isting conditions, and without conciliating all existing interests 
to the utmost degree consistent with .the accomplishment of 
the object. 

GEO. M. WESTON. 
April, 1882. 
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CHAPTER I. 

The Primary Idea of Money is that it is a 
Medium of Exchange. It must be something 
Generally Accepted in Exchange for all 
other things, and also for Debts, whether 
it is a Legal Tender for Debts or not. 

The primary idea of money is, that it is some- 
thing adopted as an intermediary in the ex- 
changes which the necessities and convenience 
of men require them to make of the various 
kinds of property. It is therefore the essential 
and distinguishing characteristic of money, that 
it is a medium of exchange. 

The way in which the use of money has so 
largely superseded barter, is in some cases his- 
torically known. But even if it were not so 
known in any case, the cause and nature of the 
transition are so entirely plain, that the state- 
ment of them has been uniform among all wri- 
ters on such subjects. 

When civilization has made any sensible prog- 
ress, men must have occasion to exchange the 
1 
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excess above their own wants of any particular 
thing which they may produce, for something of 
which they stand in need, and which is pro- 
duced by others. But it would often happen 
that what A possesses in excess may not be 
wanted by B, who is the owner of something 
which A requires, so that a direct exchange be- 
tween them would be always very difficult, and 
sometimes impossible. But if there existed some 
commodity or thing in such general demand 
that almost everybody would accept it in ex- 
change for property of all kinds, a transaction 
between A and B would at once become possi- 
ble, and it would be facilitated in proportion as 
the supposed commodity, or thing in general de- 
mand, was portable, susceptible of subdivision, 
and not liable to impairment by handling and 
transportation. A would exchange the excess of 
his own production for the supposed commodity 
or thing on the best terms the market admitted 
of, and would then have something which B 
would accept for whatever he had to dispose of 
and which A required. 

In certain conditions of society, either before 
coin was known or where it has been exceed- 
ingly deficient in quantity, various articles have 
been made available as mediums of exchange. 
Cattle and sheep are said to have been so used 
in the earliest period of Roman history, and the 
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Latin word pecunia, signifying money, is said to 
havt! been derived from the Latin word pecus, or 
flocl?:. However tiiat may be, it is certain that 
cattle and sheep have been used as money in 
some countries at some periods. Ostrich feathers, 
beads, cakes of tea, etc., have also been used 
for the same purpose. In the first settlement of 
Virginia, tobacco was used, and in the first set- 
tlement of Massachusetts, bullets ; and in both 
of these cases, the tobacco and the bullets, in 
addition to, and mainly in consequence of, their 
ready acceptance as things generally wanted and 
easily marketable, were made a legal tender for 
greater or less sums, which fact, of course, still 
further increased the demand for them and their 
availability as mediums of exchange. 

Iron, lead, tin, and copper, have often been 
accepted moneys, independently of coinage, and 
independently of any laws making them a ten- 
der for debts. In such cases, this general ac- 
ceptance has been based upon the general de- 
mand for them, arising from the many useful 
purposes to which they could be applied. At 
early periods, and in primitive conditions of the 
metallurgic art, they had a value, relatively to 
that of other things, greater than they now 
have, and they always possessed, as at present, 
the advantages of a convenient degree of divisi- 
bility, and of ease of transfer by weight. But a 
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pre-eminence beyond all comparison in accept- 
ance as money, in all ages and countries, has 
been enjoyed by the two metals, gold and sil- 
ver, which mankind have agreed to call noble 
and precious. The demand for them, based up- 
on their beauty and useful qualities, is perma- 
nent and universal ; their resistance to chemical 
changes, from exposures of various kinds, is 
very marked ; and their scarcity gives them a 
very high degree of exchangeable value, in pro- 
portion to their weight and bulk. It is histori- 
cally certain that they were used as money an- 
terior to the practice of coining, and anterior 
to any law making them a tender for debts, 
and that their currency as a medium of ex- 
change was originally based upon their value as 
commodities. They were transferred by weight, 
and when coining was first practised the names 
of coins corresponded with the names of equiv- 
alent weights of metal. In short, the principle 
which, in the beginning, governed the use of 
gold and silver as money, differed in no respect 
from the principle which has, at various times, 
governed the similar use of other commodities. 

To this day, the international use of these 
metals as money rests upon nothing but volun- 
tary consent and acceptance. Manifestly it can- 
not rest upon law, which is only the expression 
of the authority of a single nation, and can 
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have no operation outside of its exterior limits. 
Gold and silver are accepted everywhere, because 
they are everywhere more or less in demand for 
some purpose, or for many purposes, and for 
the further reason, that nations, like individuals, 
will accept anything which they can readily dis- 
pose of to others, although they may desire very 
little of it, or even none of it, for their own 
use. It is not at all necessary to the acceptance 
of gold or silver, by a particular nation, that it 
should use the offered metal as the material of 
its money, either exclusively of other material 
or in connection with other material. Silver is 
as promptly accepted in London at the current 
market valuation as gold is, although gold is 
exclusively used in the manufacture of British 
metallic full-tender money. Gold is as prompt- 
ly accepted in Calcutta at the current market 
valuation as silver is, although silver is exclu- 
sively used in the manufacture of Indian me- 
tallic money. So long as London trades with 
the whole world its demand will never cease 
for silver, which is the sole material of the 
money of more than half of the world. The 
demand of India for gold will never cease, so 
long as it is a considerable consumer of that 
metal, and as long as it is accepted in Eng- 
land, with which the bulk of Indian foreign 
commerce is carried on. Gold and silver are 
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both promptly accepted in Italy, where neither 
of them is the material of the actual money in 
use. The case of nations is precisely like that 
of individuals. Nobody rejects, gold or silver 
because he does not himself need or desire it, 
or because he cannot foresee that he shall ever 
need or desire it for any personal use. It is a 
sufficient reason for his accepting both, that he 
believes he can use either when he wishes to 
buy anything else which he may need or desire. 
Gold and silver are in fact current in interna- 
tional transactions, and it is the primary idea of 
money that it should be something which is cur- 
rent, or flowing easily like water. 

It may be said, that what practically concerns 
us is not the nature of money as it has existed 
in the rude conditions of the first periods of all 
nations, or as it now exists in some parts of 
the world in which civilization has made little 
or no progress, but as it has existed and now 
exists in countries which have made money the 
subject of legislation. The regulation of money 
by law has been among the first steps taken by 
nations emerging from the barbarous state, and 
it is doubtless true that the nature and offices 
of money at the present day in our own coun- 
try, and nearly all other countries, cannot be 
discussed without reference to law as the chief 
factor in the question. At the same time it 
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will be found that an understanding of the use 
of money anterior to law throws light upon the 
effect of law upon that use. 

In civilized countries, at the present time, all 
that law undertakes to do in respect to money 
is to prescribe what shall be a tender in the 
payment of debts, including debts and taxes due 
to the Government. At some periods, when the 
proper limits of law in this respect were imper- 
fectly understood, or when there existed, or was 
supposed to exist, an overpowering necessity to 
force the use in purchases, as well as in pay- 
ments, of certain kinds of money, the holders of 
property, and especially of food and other arti- 
cles of prime necessity, have been compelled by 
legislation to sell them for the money lawful at 
the time, even if of little value in the market, 
and to sell at not exceeding certain prices which 
were also prescribed by legislation. Laws of that 
kind, called laws of the maximum, were passed 
during the revolutionary period in France at the 
end of the last century, in the hope of thereby 
sustaining the currency of the famous French 
assignats. Such laws uniformly fail in practice, 
and there has been no recent example of them 
in civilized countries. 

The function of being a tender by law for pri- 
vate debts, and for dues and taxes to the Gov- 
ernment, gives to anything which possesses it a 
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universal and constant demand within the exte- 
rior lines of the territory under the control of 
the law-making power. Taxes, everywhere and 
at all times, are equal to a sensible proportion 
of the earnings of labor and capital. The effect 
of making any particular money a tender for 
private debts varies a good deal with the differ- 
ent circumstances of different countries. Among 
barbarous or semi - civilized peoples debts and 
credits are but little known, and money is prin- 
cipally used as a means of making purchases. In 
such cases it would add little to its value to en- 
dow it with the function of being a legal tender. 
The effect of giving it that function increases 
with advancing civilization, and with an aug- 
menting confidence in the stability of political 
institutions, and in the power and disposition of 
governments to enforce contracts and rights to 
property which is out of the possession of the 
owner. It is especially true of debts on long 
terms, that they are unknown except during 
epochs of high civilization. The system of debts 
due by governments, now grown to such vast 
proportions, was wholly unknown to the an- 
cients. It is only within the past one hundred 
years that it has been at all conspicuous as an 
element of public affairs, and its greatest prog- 
ress has been made within the past generation. 
To-day, the whole frame work of society, in Eu- 
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rope and the United States, is permeated and in- 
terlaced with public and private indebtedness on 
long terms. Lands are incumbered with mort- 
gages, or charged with annuities under wills, 
marriage contracts, or other family settlements. 
The larger part of the effective ownership of all 
railroads belongs to the holders of their indebt- 
edness. Life insurance, now expanded to such 
enormous proportions, is nothing but a vast fab- 
ric of debt, in which the payments promised are 
as remote in their date as the termination of 
lives ; or of annuities, of which the commence- 
ment is deferred for a term of years, often long ; 
while the means possessed by the insurers where- 
with to meet their promises consist, for the most 
part, only of credits which they have granted on 
various pledges and securities. Without further 
elaborating the subject, it is altogether plain, that 
in Europe and in this country, the investment of 
anything with the quality of legal tender must 
create a very great demand for it. 

Sometimes, the quality of legal tender given 
to money is limited, and so far as it is so, the 
resulting demand is diminished. The most fa- 
miliar illustration of that is the case of small 
coins, below weight or standard, and which in 
all countries issuing them are made a tender for 
private debts, only for small sums, although usu- 
ally made a tender for all- sums to the govern- 
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ments issuing them. The greenbacks created in 
this country by the legislation of 1862, were and 
are a tender without limit as between individu- 
als, but they were expressly excluded from be- 
ing a tender by Government for interest on most 
of its bonds issued during the Civil War, and 
from being a tender for either the interest or 
principal of the bonds aggregating f 1,500,000,000, 
authorized by the Funding Act of July 14, 1870. 
So also they were excluded, until the resumption 
of coin payments in 1879, from being a tender to 
the Government for duties at the custom houses. 
The legal-tender power of National-bank notes in 
this country, does not extend to payments to the 
Government for custom-house duties ; and in pri- 
vate payments it is restricted to the case of debts 
due to National banks, each of those institutions 
being obliged to accept for debts due them, not 
merely their own notes, but the notes of all other 
National banks. 

Since governments have acted upon the ques- 
tion of money, by coining the precious metals 
and making them a tender for debts, and in 
some cases by issuing paper, either directly 
themselves, or through the agency of banks, and 
making such paper a tender for debts, many au- 
thorities restrict the term money to whatever is 
made by law a valid medium of payments. Any 
species of money actually current in the market 
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and generally accepted voluntarily in payments, 
although not a compulsory tender, such as the 
State - bank notes, formerly in use in this coun- 
try, and such as our present National - bank 
notes, aside from their function of being a le- 
gal tender to all National banks, is, by such 
authorities, spoken of as currency, in order to 
distinguish it from what they regard as strictly 
money. 

The use of the term money, as consisting only 
of what is a legal tender for all sums, has not 
been common in this country. The State -bank 
notes, formerly in use in the United States, were 
not a legal tender at all, but were almost uni- 
versally regarded and spoken of as money, and 
so are to - day the National - bank notes, although 
no individual, and no corporation except a Na- 
tional bank, is compelled to accept them as a 
payment. 

The most idle of all disputes are those which 
turn upon the definition of words. What is im- 
portant is, that those who read, or are spoken 
to, should accurately understand the precise sense 
in which the writer or speaker uses language. In 
that case, the words used perform the office of 
conveying to the hearer or reader the ideas of 
the speaker or writer, and that is the only office 
which words are intended to perform. 

In what I now propose to write upon this 
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general subject, I shall apply the term money to 
whatever in any country, or in any territorial 
division of any country, is so generally accepted 
as a medium of exchange, that the prices of 
commodities are commonly stated and understood 
as expressing their value in such money, and 
which is also, either by the force of law or by 
the force of circumstances and of public opin- 
ion, accepted by substantially everybody in the 
payment of debts. 

To-day there are few persons, and perhaps 
none, who, in stating the present volume of 
money in the United States, would exclude from 
it the National - bank notes, or who, in stating 
the present volume of money in European coun- 
tries, would exclude any paper currency which, 
without being a legal tender, is as readily ac- 
cepted, in exchange and in payments, as Na- 
tional - bank notes are in this country. Under 
the system of State banks which existed in the 
United States prior to 1862, the notes of these 
banks, so long as they were not confessedly in- 
solvent, were always treated and described as 
money, and indeed, at most times, constituted 
the bulk of the money in use. During the fre- 
quently recurring periods of their suspensions 
of coin payments, metallic money disappeared 
entirely, and there was nothing left but these 
notes. On a definition of money, requiring it 
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to be a tender by law, England had no money 
during the suspension of coin payments by the 
Bank of England, which commenced in 1797 and 
continued until 182 1, inasmuch as its notes, al- 
though now a legal tender, were first made so 
in 1833. On such a definition of money as that, 
there is substantially no money to - day in Ire- 
land or Scotland, in both of which countries ;£i 
bank notes almost entirely exclude gold from 
circulation, and where Bank of England notes 
were, perhaps, never a legal tender, and certain- 
ly have not been so since the declaratory legis- 
lation of the British Parliament in 1845. 

It is sufficient to make anything money in 
any territorial division of a country, that it is 
generally accepted in exchanges and payments 
in such division, even if not so accepted in the 
whole country. Examples of that kind are not 
to be looked for in small countries, but they 
have been numerous in the United States. The 
last example was the case of the greenbacks, 
which were none the less money on the Atlan- 
tic coast and in the Valley of the Mississippi, 
because they were not money on the Pacific 
Coast prior to the coin resumption of 1879. The 
general fact was, throughout the entire history 
of the State -bank system, that the notes of the 
Southern and Western banks were money, only 
within wider or narrower limits in their vici- 
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nage. During the war of 1812-15 with Great 
Britain, the banks of the extreme North-East 
maintained coin payments, which were suspend- 
ed elsewhere, and that made two sectional cur- 
rencies of seriously unequal value. The same 
thing happened in 1838, when, in exactly one 
year after the general suspension of May, 1837, 
the banks of New York resumed coin payments, 
while the banks to the south and west of it re- 
mained, for a considerable time afterward, in a 
state of suspension, thus again creating two sec- 
tional currencies, the value of which was une- 
qual, although less seriously so than in the case 
of 1812-15. 

Patterson [Economy of Capital, 1864) says: 

Scptch bank notes do not circulate in the other parts of 
the kingdom. In England, too, there are many provincial 
banks, the notes of each of which circulate readily in the dis- 
trict where the issuing bank is situated, but are looked upon 
with suspicion elsewhere. 

We have had in this country, under the old 
State - bank system, many examples of bank 
notes, whose acceptance as money did not ex- 
tend beyond the limits of the individual State 
in which they were issued, while within those 
limits their acceptance was ready and substan- 
tially universal. It is quite possible to conceive 
that the greater part of the currency of a coun- 
try might consist of money not current outside 
of limited portions of it. 
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We have to - day, in the United States, a silver 
trade dollar, not invested with any legal -tender 
capacity whatever, and not accepted and treated 
as money outside of a very few restricted local- 
ities. Yet its use as such within those limits, is 
sufficient to employ the small number in exist- 
ence, computed at from six to eight millions ; 
and if they were exported, or melted down, sup- 
plying their place would make a corresponding 
draft upon other descriptions of money, and 
would reduce by so much the total monetary 
circulation of the country. 

While the function of being a tender by law 
does not seem to be essentially required in or- 
der to make anything money, it would also seem 
that the possession of that function does not al- 
ways and necessarily cause anything to be the 
money, or even a part of the money, in actual 
use in a country. The circumstances which may 
exclude it from employment are quite diverse 
in their nature. It may be so excluded because 
it possesses too much value, or because it pos- 
sesses too little. 

The gold sovereign was a legal tender in Eng- 
land, but formed no part of the actual money 
of England from 1797 to 1821, being effectually 
expelled by its dearness as compared with the 
Bank of England notes. American coins of 
gold were a legal tender in this country from 



16 MONEY A MEDIUM OF EXCHANGE. 

1862 to 1879, as were American silver dollars 
from 1862 to 1874, but they were of so much 
more value than greenbacks of the same denom- 
inations, that they were practically not used at 
all in payments during the periods named, ex- 
cepting in the few cases in which the green- 
backs could not be legally used, as in pajdng 
custom-house duties and the interest on certain 
classes of Government bonds, and excepting also 
on the Pacific Coast, where a preference for 
coin was suflBciently universal and decided to 
prevent the actual use of greenbacks. During 
the same periods, American coins were also out 
of use as mediums of exchange in making pur- 
chases, excepting on the Pacific Coast, and ex- 
cepting also a very limited amount employed in 
buying some imported articles in two or three 
Atlantic - seaboard cities. With these exceptions, 
they formed no part of the volume of the ac- 
tual currency, and therefore exerted hardly any 
appreciable influence upon the prices of the 
country. 

The English case just cited is an example of 
legal -tender coins being prevented from being 
actually current money, by their appreciation 
relatively to a paper currency which was the ac- 
tual medium of exchange, and which was ac- 
cepted universally in payments, not by force of 
law, but by the stress of surrounding circum- ' 
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Stances. There have been many similar cases in 
this country, of the expulsion of the metals by 
the notes of the old State banks, when they 
were in a condition of suspension. 

The American case just cited, of the expul- 
sion from use of the metals by the greenbacks 
from 1862 to 1879, is an example of legal-tender 
coins being prevented from being actuallj' cur- 
rent money, by their appreciation relatively to 
another legal tender made of paper. 

The quite contrary case may be supposed, 
and has sometimes happened, of legal tenders 
ceasing to be actually current money by such 
an extreme degree of depreciation and bj' such 
a wide-spread apprehension of their impending 
worthlessness, as would cause their general re- 
jection as a medium of exchange. The paper 
currency of the War of American Independ- 
ence, although sustained by legal - tender laws 
in many of the States, had reached that stage 
of thoroughly exhausted Adtality just before the 
time when, to quote the graphic phrase of Mr. 
Jefferson, it "expired without a groan." 



CHAPTER II. 

Money and Commodities Measure the Value 
OF each other, by being voluntarily in- 
terchanged IN the market. The fact of 
the Value of any kind of Money is Set- 
tled BY ITS Acceptance, in Exchange for 
other things, and the amount of its Value 

AT EVERY GIVEN TiME AND PlACE IS DETER- 
MINED BY ITS Purchasing Power. 

Whenever the use of a common medium of 
exchange, which is the primary idea of money, 
has superseded barter, the exchange in the mar- 
ket of services, commodities, and property of all 
kinds, for money, is termed a sale, and the 
amount of money received in return is called 
the price of whatever is sold. The market value 
of things is thus naturally and ordinarily stated 
in terms of money, and hence comes the famil- 
iar phrase that money is the measure of values. 
But nothing really happens in any case of the 
use of money, except that a certain quantity of 
a given commodity is voluntarily exchanged for 
a given quantity of money. In such a transac- 
tion the money does truly measure the value of 
(18) 
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the commodity, but only in the same sense that 
the commodity measures the value of the money. 

From the fact that the market value of things 
is commonly expressed in terms of money, that 
is to say, by stating how much money they can 
be sold for, the most ordinary and convenient 
way in which we are accustomed to apprehend 
the value of commodities, relatively to each oth- 
er, is to compare their respective prices. When 
wheat is one dollar per bushel and corn half a 
dollar per bushel on the same day and in the 
same market, the relative value of the two 
grains is generally stated by giving their re- 
spective prices, rather than by saying that wheat 
is worth twice as much as corn, measure for 
measure. Some writers say that this brings ev- 
erything to a common denominator, which is 
money, and that sufficiently well describes the 
case. 

Money, as a measure of the value of other 
things, is frequently likened to the yard stick 
which measures the length of a piece of cloth. 
There is no particular fault to be found with 
that illustration. In any case of illustrating one 
thing by another somewhat analogous thing, it 
is sufficient that there be leading points of re- 
semblance, and the illustration is not necessa- 
rily to be condemned because there are some 
points of diversity. 
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The measuring of a piece of cloth with a 
yard stick is done by placing the stick against 
the cloth. The operation makes no change in 
the ownership of either the cloth or the stick, 
and the length of the piece of cloth which is 
ascertained by the operation is not merely its 
length on the day when, or at the place in 
which, the operation is performed, but will be 
its length on any subsequent day, or at any 
other place where the same operation may be 
repeated. 

In measuring the value of a commodity by 
selling it, or buying it, there is a change of 
ownership of both the cctmmodity and the pur- 
chase money. The market value in money of 
the commodity, and at the same time the mar- 
ket value in that particular commodity of the 
money, is ascertained by the transaction, but 
only for the day and at the place where it oc- 
curs, and not for all days and places. The 
operation of measuring the money value of a 
commodity, or in other words, of ascertaining 
the price of a commodity, is an exchange in 
the market of the commodity for money, and 
that necessarily shows how much money is the 
market equivalent for the commodity. All this 
seems too plain to require any iteration or am- 
plification, but like everything else relating to 
money, it has been confused by the endless mis- 
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conceptions and jugglings with language of wri- 
ters upon such subjects. 

Some writers of really considerable merit have 
fallen into the error of supposing that the fact 
that money must have a value equivalent to that 
of the commodity for which it will exchange, and 
the fact that money has the function of measur- 
ing the value of things, are two facts, when 
they are only two expressions of one and the 
same fact. Money can measure things in no 
other way than by being exchanged for them 
in the market, upon the basis of an equivalency 
which is determined between buyers and sellers, 
from whose concurring judgment upon the ques- 
tion of equivalency there is no possibility of an 
appeal to any other tribunal. 

Chevalier (^Fall of Gold, section 2, chapter i) 
says of money : 

It serves in exchanges as a common measure of value, be- 
cause it is with it that, in transactions, all other commodities 
are compared. But it is not merely a measure '; it figures in 
exchanges in another capacity, that of a material recompense 
or equivalent. The twenty francs with which a hectolitre of 
wheat can ordinarily be bought, and which are also at the pres- 
ent moment the price of a hectolitre of common wine in many 
departments, give the measure of the value of the wheat and 
wine, as compared with other commodities of which the price 
is known ; but they do more, they serve, at the moment of the 
transaction, and in the market where it takes place, as an equiv- 
alent for the hectolitre of wheat or the hectolitre of wine. 
Money is not a sign, and it is no more true to say that the 
twenty francs are the signs of the hectolitre of wheat or the 
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hectolitre of wine, than it would be to pretend that the hecto- 
litre ai wheat or wine is the sign of the twenty francs. The 
definition of the word money which I have given, namely, that 
it is at once a measure and an equivalent, is that which is 
acknowledged by all modern authorities. 

The same idea, that two separate and inde- 
pendent conditions are imposed upon money, by 
the requirement that it shall be " at once a 
measure and an equivalent," is distinctly found, 
although less broadly stated, in the following 
definition of money given in Lord Liverpool's 
letter to the King ( 1805 ) on the coinage : 

The money or coin of a country is the standard measure 
by which the value of all things bought and sold is regulated 
and ascertained ; and is itself, at the same time, the value or 
equivalent for which goods are exchanged, and in which con- 
tracts are generally made payable. 

The truth plainly is, that in the use of money 
nothing happens except the acceptance in the 
market of a given quantity of it, for a given 
quantity of some commodity. There is no other 
measuring than that, as between the money and 
the commodity. Money measures the value of a 
commodity by being accepted as an equivalent 
for it. No such transaction " regulates " the rela- 
tive values of the money and the commodity at 
all times and places, or at any other time and 
place, but merely " ascertains " their relative val- 
ues at the time and place of the occurrence of 
the transaction. 
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As exchanges in the market, between money 
and commodities, are the voluntary acts of ra- 
tional beings, the things exchanged must have 
the same market value, determined, as all mar- 
ket values are, by supply and demand, and by 
what "has been described as the "chaffering be- 
tween buyers and sellers." There is nothing 
mysterious about the use of money in the mar- 
ket, or which differs in any essential principle 
from the exchange of one commodity for an- 
other. In both cases, there is an interchange of 
two things between two parties, on terms agreed 
to by both, and not until each of them has, in 
some way satisfactory and convincing to him- 
self, arrived at the conclusion that he cannot at 
the same time and place obtain better terms. 
The buyer gives the least amount of money 
which will command the commodity which he 
wants, while on the other hand the seller does'^ 
not part with the commodity until he receives 
the largest obtainable price. It is in this way 
that the value of each is compared with that of 
the other, and may be expressed in terms of 
the other, and in respect to the commodity is 
always expressed in terms of the other. This 
measuring of a commodity by money is a meas- 
uring of their respective values, so much money 
for such a quantity of the commodity, and the 
equation is determined by the infallible test of 
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the market. If there is anything which it would 
seem to be impossible to mystify by subtlety 
and metaphysics, it is value in exchange, which 
is merely a market fact, which all men may 
readily know, either by going into the market 
themselves, or by obtaining the market quota- 
tions. In the sense of any sound economical 
discussion, the popular saying that "anything is 
worth what it will bring," embodies all the pos- 
sible wisdom on the subject, and it is equally 
true e converse that money is always worth, at 
any given time and place, whatever can then 
and there be purchased with it. 

Many writers confuse themselves by a distinc- 
tion of money into two kinds, a value money 
and a non- value money. It will not be possi- 
ble for anything without value to be money, 
until it is possible to find markets where men 
congregate for the purpose of making a gratui- 
tous distribution of their commodities. No such 
markets will ever be found, because, from the 
nature of things, they can never exist. What- 
ever is accepted as money in the market is, by 
the mere fact of such acceptance, conclusively 
proved to possess value at the time and place, 
since men carry their commodities to market for 
the purpose of selling them and not for the 
purpose of giving them away. Money can meas- 
ure commodities in no other than by being ex- 
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changed for them, and it must therefore possess 
value, inasmuch as men will not part with, one 
value without receiving another in return. 

Those who distinguish between a value money 
and a non-value money, must certainly attach to 
the term value some meaning which is not rec- 
ognized in economical discussions, but it is not 
always easy to understand precisely what this 
added or varied meaning is. At some times they 
say that the value which money must have, in 
order to be a value money, is a " real " value, 
and at other times they say that it is an " in- 
trinsic " value, and at still other times they say 
that it is a " commercial " value, in the sense of 
a value recognized in international trade. It is 
apparent that they mean by "real" and "intrin- 
sic " value, in some cases, the salable value of 
the material of which money is made, and in 
other cases the possession by the material of 
qualities practically and substantially useful in 
other employments than as money. But what- 
ever they may intend by these phrases, or by 
any similar phrases, they give to the term value 
a meaning which it does not possess as it is 
used in economical discussions. The value of 
anything in exchange, is the value which it will 
actually command in the market at the time 
and place of the exchange. Value in exchange 
means precisely that, and nothing more. The 
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value of a thing is not what it ought to com- 
mand in the market, but what it does command 
as a matter of fact. Articles may and do have 
value in the market which are not merely desti- 
tute of any really useful quality, but which are 
■positively hurtful and mischievous to mankind.. 
Articles may have value, when the material of 
which they are made is worthless from abund- 
ance, or other cause ; and they may have value 
in some markets and at some times when th6y 
possess none in other markets and at other 
times. What is true in these respects as to 
commodities, is equally true as to services, which 
often possess a market value, when they possess 
no real or intrinsic worth, and even when they 
are degrading to those who perform them, and 
demoralizing or physically injurious to those for 
whom they are performed. Theological, medical, 
literary, and other mountebanks, whom most 
men of sense would take considerable pains to 
avoid, do nevertheless often obtain high degrees 
of remuneration for the tricks of their respect- 
ive- avocations. The vendors of no commodity, 
and of no species of service, however useless or 
injurious, or even vile, are excluded from the 
benefit of the rule that everything is worth what 
it will bring. 

There is nothing new under the sun, and the 
disputations about the nature of money which 
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are carried on to - day, are the same which are 
known to have been carried on as far back as 
we have any account of the reasonings and dis- 
cussions of mankind. In what purports to be a 
dialogue of Socrates, we find him referring to 
the leather money of Carthage, the iron money 
of Sparta, and the pebble money of Ethiopia, 
and explaining to his hearers that such money, 
although without value in other places, would, 
like gold and silver, command everything in 
the places where it was current, and therefore 
possessed in those "places a value which was of 
the same nature as that of gold and silver. 

The " commercial " value of any species of 
money, in the sense of its value in foreign 
countries, may or may not have an indirect ef- 
fect upon its value in a home market ; but after' 
all, it is the actual value of such money in the 
home market, as determined by all the various 
causes which control value, which either does or 
ought to influence buyers and sellers in that 
market. The price of wheat in New York on 
any given day is determined by the stock on 
hand, the current receipts, the anticipated crops, 
and many other circumstances of which the de- 
mand of exporters is one, but it is the actual 
price, however controlled, which a purchaser 
must pay. It is the same with money. Its 
value in New York on any given day is what 
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it will then buy in that market, although among 
the circumstances which determine how much it 
will buy, may be its purchasing power elsewhere. 
As will have been seen from the foregoing 
quotation from Chevalier's Fall of Gold, he 
thought it worth his while to point out the ab- 
surdity of the idea that money is a mere sign 
of value. It seems to be quite suflScient to 
show what money actually is, without wasting 
time upon the endless vagaries of political econ-' 
omists upon that subject. Everybody possessing 
ordinary intelligence, who has ever accepted 
money in exchange for property or services, 
knows that he accepted it, not as a sign of 
value, but in the belief that it possessed a real, 
actual, substantial and present value in the mar- 
ket, and that he could never have been per- 
suaded to make the exchange upon any other 
view of the case. Every such person also knows 
that in deciding whether the money offered had 
value, and if so, how much, he treated it as a 
simple question of fact to be settled by the 
test of the market, and without reference to 
metaphysical subtleties as to the material of 
which the money might happen to have been 
made, the cost of its production, its currency 
in other countries, or the nature of the value 
whether intrinsic or extrinsic, whatever may be 
meant by this last distinction. 
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It is sometimes said of money that, in ad- 
dition to its being a measure of the value of 
any commodity for which it is exchanged, it 
has another distinct and independent function 
as a scale of valuation, in the case of a trans- 
action of mutual buying and selling between 
two parties, when there is no transfer of money 
from either party to the other. This is the vain 
refinement of making distinctions where there 
is no difference. There can be no market ascer- 
tainment of the money value of a commodity, 
except by the concurring agreement of a seller 
to accept a certain price, and of a buyer to pay 
it. Such an agreement is in no wise affected 
by an additional agreement, which is often made, 
that the payment of the price may be deferred 
and remain a debt charge for a certain time. 
Nor is it affected by an express agreement, or a 
tacit understanding, that the seller, will in turn, 
purchase an equal amount from the buyer. Nor 
is it affected by the circumstance, if it actually 
occurs, that the seller does, on the spot, pur- 
chase an equal amount from the buyer. There 
can be no item of debt or credit in a mutual 
account of that kind, which does not arise out 
of a complete sale. In respect to every item of 
it, money has performed its office of measuring 
the value of the commodity, by being accepted 
in exchange for it, in precisely the same way 
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in which it would have performed that office, if 
there had been only one single act of buying 
and selling between the parties. In transactions 
involving mutual sales and purchases, it never 
enters into the conception of the parties them- 
selves, that they are making any unaccustomed 
use of money as a scale of valuation. They 
conceive themselves to be engaged in nothing 
except the familiar acts of buying and selling, 
and their conception of the case is exactly the 
right one. 

Money is frequently said to be "the standard 
of value," which is not incorrect, provided nothr 
ing more is intended by it, or understood by it, 
than that money is a measure of the value of 
commodities and of services at the time and 
place of its exchange for them. But oftentimes 
the phrase " standard of value " is intended to 
mean, or is accepted as meaning, that money is 
something which never varies, and that when 
there is a fluctuation of general prices, the change 
of value is always in the things sold, and never 
in the money for which they are sold. John 
Locke, two centuries ago, described that error as 
common in his time, although, as he said : 

If you increase, or lessen, the quantity of money current in 
traffic in any place, then the alteration of value is in the 
money. 

Money being looked upon as the standing measure of other 
commodities, men consider and speak of it still as if it were 
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a standing measure, although when it has varied its quantity it 
is plain it is not. 

A bushel or other measure, with the capacity 
of a prescribed number of cubic inches, will 
always hold the same quantity of wheat, but 
there never yet has been found any unit of 
money, pound sterling, dollar, franc, or rupee, 
whether made of gold, silver, or paper, which 
will always buy the same quantity of wheat. 
The change is sometimes in the conditions sur- 
rounding the supply and consumption of the 
wheat, sometimes in the money, and sometimes 
in both. Money is not a " standing measure " 
like a bushel, but it is a measure by being the 
accepted medium of exchange for which every- 
thing is sold, and which, in turn, will buy any- 
thing which is for sale, so that the market values 
of everything, at any given time and place, are 
expressed in terms of money — that is to say, by 
their prices. But prices are fixed only by actual 
exchanges, and only for the time and place 
where such exchanges are made. There can be 
no other intelligible idea of the value of a me- 
dium of exchange than its purchasing power, as 
determined and expressed by the general range 
of prices, which is subject to constant and some- 
times very great fluctuations. 

If money can be properly spoken of as a 
"standing measure,'' or as a '■^standard measure," 
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which last was the phrase of Lord Liverpool, 
it can only be in the sense that it is the stand- 
ard by which men commonly measure the value 
of everything else. The value of things, meas- 
ured against money in exchanges, and expressed 
in terms of money, is their price, and it is with- 
out doubt true that men ordinarily apprehend 
the relative valuation of things by comparing 
their relative prices. But men do not make the 
mistake of supposing that the price of a thing, 
as ascertained for to-day by measuring it against 
money, was necessarily its price a year ago, or 
must necessarily be its price a year hence. 



CHAPTER III. 

The Value of eyery species of Money is De- 
termined SOLELY BY ITS QUANTITY. GOLD AND 
silver ARE PRECIOUS BECAUSE THEY ARE SCARCE. 
By a SUFFICIENT LIMITATION OF THE SUPPLY, 
PAPER MONEY CAN BE MADE AS VALUABLE AS 
GOLD AND SILVER, AND, IF DESIRED, MORE VAL- 
UABLE. 

It must be as true in respect to money as to 
everything else, that its value in exchange de- 
pends upon the proportion betvireen the supply 
of it and the demand for it. There is nothing 
in the nature of money which takes it out of 
the operation of the rule that price depends 
upon the relative numbers and eagerness of 
buyers and sellers. Value, as a term used in 
respect to money, is the same thing as price 
as a term used in respect to commodities, and 
the same " chaffering in the market " of vend- 
ors and purchasers determines the value of 
money, which determines the prices of every- 
thing else. 

That the supply of money, and that only, de- 
termines its value, when the uses for it are the 
3 (33) 
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samCj or in other words, when the demand for it 
is the same, has been recognized in all ages by 
the general judgment of mankind and by sub- 
stantially all accepted authorities on the. subject. 
In respect to metallic money, it has never 
been doubted that the falling prices in Europe, 
or what is the same thing, the rising value of 
money during the Middle Ages, should be at- 
tributed to the gradual using up of the large 
stocks of gold and silver, which had been ac- 
cumulated in the Roman Empire, nor has it 
ever been doubted that the great rise in prices 
which followed the discovery of America was 
caused by the working of the gold and silver 
mines of the New World. In our own imme- 
mediate times nobody ever thought of ascribing 
the rise of metallic prices which followed the 
gold discoveries in California and Australia, and 
continued for about sixteen years, to any other 
cause than a resulting increase of the volume 
of metallic money which was temporarily out of 
proportion to the increase of the demand for 
such money. Nor has anybody doubted that 
among the causes of the subsequent, and still 
continuing, depression of metallic prices in the 
commercial world, have been the two facts : 
( I ) that the aggregate production of the pre- 
cious metals has been stationary or declining 
during the last twelve or fifteen years, while 
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the population and exchanges of the world have 
been rapidly increasing ; and ( 2 ) that in conse- 
quence of the domonetization of silver since 
187 1 in several countries, the performance of the 
monetary function has been thrown exclusively 
upon gold in such countries, thus necessarily 
enhancing its value and reducing gold prices, 
not only in such countries, but in all countries, 
inasmuch as prices the world over in the same 
metal tend constantly to an equilibrium. 

The same principle, that, other things being 
equal, the value of money depends upon its 
quantity, which has been accepted by mankind 
as true in respect to metallic money, has been 
equally accepted by them in respect to paper- 
money. Nobody ever attributed the continuous 
depreciation and final worthlessness of the as- 
signats of the French Revolution, of the Conti- 
nental bills of the American Revolution, or of 
the circulating paper of the Southern Confeder- 
ate States, to anything except enormously exces- 
sive issues. In respect to the Russian paper 
rouble, which has never, during the one hund- 
red years of its existence, become worthless, its 
varying degrees of depreciation have been uni- 
formly ascribed to the varying amounts of it in 
circulation, and nobody was surprised to see its 
value falling as its volume increased during the 
recent war between Russia and Turkey. 



36 MONEY — QUANTITY CONTROLS ITS VALUE. 

In respect to the greenback currency estab- 
lished in this country in 1862, all the views 
taken of it and all the propositions made in 
respect to it, from that time to the present, 
have involved the general recognition of the 
principle that the value of any money de- 
pends, other things being equal, upon its quan- 
tity. In the outset, it v^as attempted to estab- 
lish confidence in its value by Congressional 
pledges (some of which were not observed) as 
to the nfaximum issue of it, and in the Act 
passed in 1875, intended to raise it to a par- 
ity with coin, there was a provision for a 
gradual, monthly contraction of the volume of 
it. Among the persons competent to form a 
corect opinion upon such matters, there has 
been a universal concurrence in the view, that 
conspicuous among the causes which raised its 
value, from an extreme point of depression 
during the Civil War, to a substantial parity 
with silver in 1876 and 1877, and to a substan- 
tial parity with gold in the last half of 1878, 
was the contraction of its volume relatively to 
the population using it, and to the exchanges 
in. which it was employed. This contraction was 
sudden and great when the National authority 
was restored, in 1865, over the large section of 
the country from which the greenbacks had be- 
fore been excluded, and was subsequently con- 
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tinuous and large from the expansion of popu- 
lation in all sections of the country. Alto- 
gether, the proportion of the population using 
the greenback to the volume of the greenbacks, 
was fully twice as great in 1876-7-8 as it was 
in 1863-4, before the collapse of the Southern 
Confederacy, and the efEect of that was precisely 
the same as if the volume of the greenbacks 
had been reduced one -half, and if the popula- 
tion using it had remained stationary. All this 
was so well understood that it was insisted up- 
on and admitted on all sides to be true, in the 
discussions immediately preceding the passage of 
the coin -resumption law of 1875, that without- 
any contraction of the then volume of green- 
backs, and without taking any step directly ap- 
preciating their value, "the country would grow 
up to them," as the phrase was, until the point 
of a parity with coin should be reached. That 
this was true as a scientific proposition was not 
denied, but the objections to it as a practical 
proposition, which prevailed with the public, 
were, that the time required before " the coun- 
try would grow up " to the greenbacks was too 
long, and furthermore, and this was the most 
effective objection, that the steadiness of Con- 
gress, in keeping the volume of the greenbacks 
within their then maximum limit, during the 
period necessary for the operation, could not be 
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relied on. In short, all intelligent discussion of 
the question of the greenbacks, since 1862, has 
involved the admissions that their value de- 
pends upon the proportion between their quan- 
tity, on the one side, and the population by 
whom, and the exchanges in which, they are 
employed, on the other side. And to - day, it is 
among the objections to them, and an objec- 
tion which is by no means the least vehemently 
urged, that so long as they are in existence at 
all, there is a constant danger that their volume 
may be increased, so as to bring on a deprecia- 
tion of the currency and an unsound inflation 
of prices. 

Mr. Calhoun said, in 1837, that "a paper cur- 
rency ought to rest on demand and supply sim- 
ply, which regulate the value of everything 
else," and what he proposed was a Government 
paper issue, not controlled as to its value by re- 
deemability in coin, but regulated, as to its sup- 
ply, by being paid out only to those who would 
voluntarily accept it in lieu of coin, and by re- 
ceiving it for all taxes and dues to the public 
treasury.- 

"While it is true that a scientific proposition 
should be accepted only upon an intelligent ap- 
preciation of the reasons which support it and 
never merely by faith in authorities, however 
respectable, it will still not be amiss to show 
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that the common judgment of mankind — that 
the value of money is fixed by the proportion 
between its supply and the demand for it — cor- 
responds with the opinions of those who have 
made the subject a special study, and whose 
capacity to arrive at correct results has been the 
most universally recognized. 

Of ancient authorities, it may suffice to quote 
the following from the Pandects of Justinian, 
which compresses the proposition into a single 
sentence : " This material [ the metal selected for 
money] being officially coined, circulates and 
holds its power, not so much from its substance, 
as from its quantity." 

John Locke, nearly two hundred years ago, 
said : 

Gold and silver, procuring what we want or desire, only by 
their quantity, it is evident that the intrinsic value of gold 
and silver, is nothing but their quantity. 

Supposing in any island separate from the commerce of the 
rest of mankind, if gold and silver, or whatever else ( so it be 
lasting) be their money, if they have but a certain quantity 
of it, and can get no more, that will be a steady, standing 
measure of the value of all other things. 

Money, while the same quantity of it is passing up and 
down the kingdom in trade, is really a standing measure of 
-the falling and rising value of other things, in reference to 
one another ; and the alteration of price is truly in them 
only. But if you increase or lessen the quantity of money 
current in traffic, in any place, then the alteration of value 
is in the money. 

Sixty years ago, Ricardo ( Principles of Politi- 
cal Economy and Taxation, chapter 25 ), said : 
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While the State coins money and charges no seigniorage, 
money will be of the same value as any other piece of the 
same metal of equal weight and fineness ; but if the State 
charges a seigniorage for coinage, the coined piece of money 
will generally exceed the value of the uncoined piece of 
metal by the whole seigniorage charged. 

While the State alone coins, there can be no limit to this 
charge for seigniorage ; for, by limiting the quantity of coin, 
it can be suited to any conceivable value. 

It is on this principle that paper money circulates ; the 
whole charge for paper money may be considered as seignior- 
age. Though it has no intrinsic value, yet by limiting its 
quantity its value in exchange is as great as an equal de- 
nomination of coin or of bullion in that coin. On the same 
principle too, namely, by a limitation of the quantity, a de- 
based coin would circulate at the value it should have if it 
were of legal weight and fineness, not at the value of the 
quantity of metal which it actually contained. 

It is not necessary that paper money should be payable in 
specie to secure its value ; it is only necessary that its quan- 
tity should be regulated according to the value of the metal 
which is declared to be its standard. 

A. J. Warner, in his able and exhaustive es- 
say upon the Appreciation of Money, published in 
1877, gives a very full collection of the opinions 
upon this subject of the most eminent of the 
more recent British writers upon political econ- 
omy, from which I will make a few selections 
as examples of the whole. 

McLeod says : 

It [inconvertible paper] becomes in all respects equivalent 
to a new standard, just as much as gold or silver, and its 
value will be affected by the same principles as these two, viz.: 
by the sole question of the quantity of it in circulation com- 
pared to the operations it represents. 

J. R. McCuUoch says : 
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It is plain, as well from the principles already stated, as 
from experience, that the mere limitation of the quantity of 
paper made legal tender is quite sufficient to preserve its 
value on a par with the value of gold, or to raise it higher. 
The use of a' circulating medium is indispen- 
sable, and its value, supposing the demand to be constant, is 
in all cases inversely as the quantity in circulation. 

John Stuart Mill says : 

If the obligation of keeping up the value of the paper 
to that of gold were suspended, ... a sufficient 

security against any considerable alteration of the currency will 
be found ... in keeping the quantity of it the 
same, .x- 



/'^cLaren, in his History of the Currency, sup- 
poses the case of a government inconvertible pa- 
per issued in England, until it expelled all the 
gold, but not exceeding England's " fair share 
of the gold of the world." Upon such a sup- 
posed case he observes : 

This paper would, according to all authority, supply the 
place of the gold, and no change would be made in prices. 

It seems almost superfluous to observe, that 
to say that, " no change would be made in 
prices," is the same thing as to say, that no 
change would be made in the value of the 
money, inasmuch as it is only in the prices of 
commodities that the value of money is ascer- 
tained and expressed. Commodities are worth 
what they will sell for, and money is worth 
what it will buy. 

In respect to gold and silver their utility in 
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meeting certain wants and gratifying certain 
tastes of mankind, depends upon the qualities 
which those metals possess, but the value in ex- 
change of specified weights of them depends 
upon their quantity. They are precious because 
they are scarce. Comparing silver with gold, 
their relative values, pound for pound, are just 
about inversely as the quantities which have 
been mined and are still in existence. Accord- 
ing to the computations of Soetbeer, the total 
production, from 1493 to the end of 1880, has 
been, of gold 22,587,285 pounds avoirdupois, and 
of silver 419,583,515 pounds, or in about the 
proportion of one to eighteen and a - half. In 
respect to the quality of compressing a large 
value into a small bulk and weight, they are 
both well fitted for money, but they possess 
that quality only because they are rarely found, 
are ordinarily not mined except with great la- 
bor and cost, and have, so far in the experience 
of mankind, been obtained only in very limited 
amounts. With those persons who regard de- 
preciation as the only mischief which can befall 
the currency, the degree of confidence which is 
felt in gold and silver as a sound money for 
the future, is, when sifted to the bottom, noth- 
ing but the degree of confidence which is felt, 
that what has been true in all past times, of 
which we historically know anything, will con- 
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tinue to be true, and that they will hereafter, 
as heretofore, be precious by being scarce. That 
the confidence in the future value of these met- 
als is only a confidence in their continued rar- 
ity, has been twice shown within thirty years. 
In the first years of the California and Aus- 
tralian discoveries, it was extensively apprehend- 
ed that the value of metallic money would be 
suddenly and disastrously depreciated by a flood 
of gold. More recently, it was the mines of 
Nevada which were supposed to menace the 
same calamity by a flood of the other metal. 
Among another class of persons who regard the 
appreciation of money as a mischief much great- 
er than its depreciation, and much more likely 
to occur, the apprehension is known to be gen- 
eral at the present time, that the production of 
the metals will not increase the stock propor- 
tionately to the increased monetary wants of 
mankind. But however much these two classes 
of persons may disagree as to the facts and 
probabilities of the situation, they agree en- 
tirely in the fundamental doctrine that the value 
of metallic money is governed, other things be- 
ing equal, by its quantity. 

Of the truth of that doctrine, we have had, 
since 1874, a very striking illustration in the 
value above its bullion value which has been 
given to silver full-tender money in the States 
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of the Latin Union, Holland and the United 
States, by controlling its quantity through a 
limitation of the coinage. In the countries re- 
ferred to there is no redemption, or promise of 
redemption, of the full-tender silver money. Its 
excess of value above its bullion value, resting 
upon nothing but a government restriction of 
its quantity, ranges from fifteen to twenty-five 
per cent., and there is no theoretical limit to 
the degree to which the excess may be carried. 
Practically, it must not be carried to a point 
which would tempt private coinage, and thereby 
break down the control of its amount by the 
public authorities. If the French silver five-franc 
piece was worth in the market two or three 
times as much as the bullion out of which it 
is manufactured, the temptation to the surrepti- 
tious manufacture by individuals of a coin iden- 
tical in all respects and not distinguishable from 
it by any mechanical or chemical test, would 
incite efforts in that direction, which no ofiicial 
vigilance would be likely to prevent. But if 
the government monopoly and control of the 
coinage could be maintained under all circum- 
stances, the market value of the five-franc coin 
could just as well be maintained at loo for one 
of the bullion value, as at loo for eighty-three 
which is the actual ratio while 1 am writing. 
The principle upon which a government lim- 
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itation of quantity controls the value to-day of 
full-tender silver coins in so many countries, in- 
cluding our own, is precisely the same as that 
upon which the limitation of quantity regulates 
to-day the value of government irredeemable 
paper money in Russia, Brazil, and many other 
countries, and might regulate it in all countries. 
In both cases, the value of the money depends 
upon the quantity issued, and not on the cost 
or material. If to-day there are circulating in 
France 600,000,000 silver five-franc pieces, which 
is the reputed number, an issue of an equal 
number of irredeemable paper five-franc pieces, 
with equal functions of legal tender, could be 
substituted for the silver, and maintained at the 
same value by the same expedient of refusing 
to issue any more. It is plain that, in such 
cases, the advantage of economy is on the side 
of issuing paper. It is, however, urged in favor 
of the use, in such cases, of metal, the value of 
which must, in practice, approximate the value 
of the money, that its greater cost diminishes 
the tendency to over issues, which, in the opin- 
ion of many persons, is so overpowering and 
incurable, in fespect to government pmpp«HiOney, 
as to constitute a fatal objection to it. 

While the proposition, that the value of money 
depends upon demand and supply, may be laid 
down broadly and without exception, the other 
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proposition, that its value depends upon the pro- 
portion between the quantity in existence, on 
the one side, and the population by which, and 
the exchanges in which, it is employed, on the 
other, requires the qualification that other things 
be assumed to be equal. The reasons for that 
distinction are ( i ) that the quantity of money 
in existence is not exactly the same thing as 
the supply of it in the market, and ( 2 ) that 
the demand for money is rarely, if ever, equal 
in different countries having equal populations 
and exchanges. 

Money that is hoarded and not in use is no 
more a part of the supply for the time being 
than if it did not exist. Such hoarding may 
result from the fear of impending political 
convulsions, and from many other causes, but 
most frequently results from falling prices and 
the stagnation in business which always ac- 
companies falling prices. Idle money yields 
no income, but even that is preferable to 
the positive loss of buying in declining mar- 
kets. In the reversed condition of rising 
prices, the holders of money are eager to 
invest it in property and commodities, so as to 
reap a gain. It thus happens that the propor- 
tion between the quantity of money appearing 
in the markets and the quantity in existence 
varies at different times. It is often said that 
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the circulation of money is more active at 
some times than at others, but that is only 
another mode of stating the fact, that a great- 
er portion of it is in active use at some 
times than at others. And the rule laid down 
by many writers that the effect of money upon 
prices is the result, not of the one force of its 
quantity, but of the two forces of its quantity 
and of the rapidity of its circulation, is only 
another mode of stating the fact that only that 
part of the existing money which is in use 
produces for the time being an effect upon 
prices. The rapidity of the movement of money 
is not of the nature of the rapidity of a horse, 
or of a locomotive. A difference in the degree 
of the rapidity of the circulation of money, is 
only a difference in the number and length of 
the hoardings which may intervene between one 
use of it in purchasing, and the next succeed- 
ing same use of it. 

That different countries with the same popu- 
lation and exchanges do not require the same 
amount of money to maintain the same general 
scale of prices, is a very familiar fact. Some 
countries have brought the contrivances for 
economizing the use of money, such as clear- 
ing houses and the system of bank deposits 
and checks payable to bearer, to a high degree 
of perfection. In other countries they are less 
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known, France and England, two highly civil- 
ized and commercial countries which are separ- 
ated by only a narrow channel, present a very 
marked contrast in this particular. Relatively 
to population France uses perhaps twice as 
much money as England. 

But all allowances being made for modifying 
circumstances, it is true of every species of 
money as John Locke said it was true of gold 
and silver money, that its value is "nothing 
but its quantity." The necessity for a medium 
of exchange in any condition of society at all 
above downright barbarism, creates the demand 
for money, and the limitation upon its supply 
furnishes the other factor of its worth in the 
market. 

In respect to gold and silver money ( which 
includes paper strictly representing it dollar 
for dollar ), the limitation of supply is provided 
by nature. 

In respect to government fiat paper money, 
the limitation is prescribed by law. 

In respect to bank-note paper money redeem- 
able in coin, on the system of banking long 
known and apparently still approved in this 
country, the limitation is the amount which can 
be kept in circulation consistently with main- 
taining its redemption. 

The limitations upon the supply of gold and 
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silver money, and of bank - note redeemable 
money, are necessarily and from the nature 
of them, varying and unstable. The fluctua- 
tions in the yield of the mines, and espe- 
cially of gold, are enormous. The quantity of 
redeemable bank notes is uniformly increased to 
the highest possible maximum compatible with 
their redemption. In the amount of them kept 
in circulation, regulated upon that principle, 
there is always either an ebb or a flow, but un- 
fortunately without the regularity of the tides. 

There is nothing in the nature of the limita- 
tion upon the supply of fiat paper money, to 
make it necessarily an unstable one. But it 
must be conceded that it has often proved un- 
reliable and mischievous in practice, and that it 
is likely to prove so hereafter, except under 
conditions of popular intelligence and of integ- 
rity in governments, which are found in very 
few countries. 



CHAPTER IV. 

The value of money does not depend upon 
ITS material or cost of production, but 
upon its functions, and upon the limita- 
tion of its quantity. 

The value in exchange of paper money, whether 
redeemable in coin or irredeemable, and whether 
it has a forced circulation as a legal tender or 
a circulation merely voluntary and by common 
consent, is precisely the same kind of value 
which metallic money possesses. The value of 
both is determined in the same way, that is to 
say, by the test of actual employment in the 
market, and is whatever can be purchased with 
them. 

It is often said of coined money, by way of 
. contrasting it with paper money, that it pos- 
sesses a value which is "real," "intrinsic," and 
" inherent," but the value which is intended by 
the persons who use those words, is a very dif- 
ferent thing from the value in exchange of the 
money. They mean that, unlike paper money, 
the material of which metallic money is made 
has a value," and in saying that, they sometimes 
(50) 
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have reference to the value in exchange of such 
material, and sometimes they have reference to 
the useful purposes to which such material can 
be applied by the possessor of it. What is thus 
said as to the value of the material of metallic 
money is certainly beyond dispute, and it is 
equally true that the material of paper money 
has no value except what is so inappreciably 
small that it may be entirely disregarded. But 
what is the relation between the value of any- 
thing which is fashioned and adapted to a spe- 
cial use, and the value of the material out of 
which such thing is made? What are the limits 
of the efEect of the value of the material upon 
the value of the thing ? To both these ques- 
tions the answer is plain, that the recoverable 
value of the material is the minimum below 
which the value of the thing cannot fall, but it 
is not necessarily the maximum above which 
the value of the thing cannot rise, and it is 
rarely the maximum to which the value of the 
thing does rise. The recoverable value of the 
iron and steel in a machine fixes the lowest 
limit of the value of the machine, but its high- 
est limit is determined by considerations into 
which the value of the iron and steel does not 
enter at all. What is properly deducible from 
the two facts, ( i ) that the material of metallic 
money is valuable, and (2) that the material of 
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paper money is valueless, is precisely this and 
no more, that the holder of coin is sure of the 
value of the metal, even if the coin is demone- 
tized, while the holder of paper money, if its 
monetary value is lost, has no value left. 

In the case of metallic money, its value vsrill 
not exceed that of the material of which it is 
manufactured, if the Government coins without 
charge, and coins for everybody who brings 
metal to the mint. But there is, theoretically, 
no limit to the extent to which the value of 
coins may be enhanced above the value of the 
metal in them, if the Government chooses to 
make a State monopoly of coining money in 
general, or of coining particular descriptions of 
money. The extent to which the value of some 
coins is actually enhanced in that way above 
the value of the material in them, is very great. 
It is not far from five for one in the nickel 
and bronze coinages in this country and in 
Europe. It is not far from one-fifth in the sil- 
ver coinage in this country, and is rather 
more than that in most of the silver -using 
countries in Europe. There is no more diffi- 
culty in subjecting coinages, than there is in 
subjecting the manufacture and sale of tobacco 
or salt, to a State monopoly. 

Upon the same principles which govern coin, 
paper money would have no value above that 
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of the material of which it is made, or, in 
other words, would have no value at all, if Gov- 
ernment would issue it without charge to every- 
body who would bring paper to receive the 
monetary stamp. But if its issue is made a State 
monopoly, and if no other money is permitted 
to circulate, its aggregate value in any country 
will be equal to the greatest possible value 
which the whole money of such country could 
possess, of whatever material it might be com- 
posed, and the value of each unit of it will de- 
pend upon the number of units into which the 
money may be divided. 

If, while the issue of the paper is made a 
State monopoly, it is also the policy of the 
State to have coined metallic money circulate 
concurrently with it, it is only necessary to take 
care that the issue of paper does not exceed 
the amount which can be kept at a parity of 
market value with coins of the same denomi- 
nations. 

Many writers have maintained that things pos- 
sess value in exchange only in proportion to 
the labor expended on them, or other species of 
cost involved in producing them. Stated sum- 
marily, the rule laid down by them is, that 
value in exchange is created and determined as 
to its extent by the cost of production. 

Such a rule is contradicted by the common 
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observation and knowledge of mankind. It is 
true of innumerable things, having a high de- 
gree of value in exchange, that they are a mere 
gift of nature ; and it is also true of innumer- 
able other things upon which labor has been 
expended, that they have no value in exchange. 
Timber in the forest, coal in the mine, land fit 
in its primitive state for agriculture, or land 
needed for occupation by reason of being lo- 
cated in towns and cities, gold and precious 
stones found by chance, may all have a great 
value, although they have cost nothing. Value 
in exchange is not produced by the labor ex- 
pended on a book which nobody will buy, on 
a house for which no tenant can be found, on 
a wharf to which no vessel comes, on an object 
of taste which is out of fashion, or by a ma- 
chine or utensil which has been superseded in 
use by something which mankind think is bet- 
ter. If labor produced value, the relative values 
of things would depend upon the amount of la- 
bor expended on them, and the policy of every 
producer would be to put the utmost possible 
labor upon everything he prepared for the mar- 
ket, in order to get a higher price for it. On 
the contrary, he begins to produce with a price 
already current, and upon a calculation that the 
price will not, at the worst, fall below a cer- 
tain point when he is ready to market his com- 
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modity, and he expends as little labor in the 
production as possible. It is the man who pro- 
duces the greatest results with the least labor 
who most benefits himself and most benefits the 
public ; whereas, if labor was the origin of 
value, it would be the man who was the most 
prodigal of labor upon everything he produced. 
If value was equal to the cost of production, 
no manufacturer would ever make a loss on his 
wares, and no farmer ever make a loss on his 
crops. 

It is no more true that the wages of labor 
and other costs of producing an article do in- 
directly affect its price by affecting its supply, 
than it is that the price of an article does very 
sensibly, and in various ways, affect the costs 
Of all kinds of producing it. When anything, 
as for example iron, or cotton cloth, rises sud- 
denly and largely in market value, so as to 
produce an extraordinary profit on the previous- 
ly existing scale of wages and of the other ex- 
penses of turning out iron or cotton cloth, the 
competition of producers for the needed labor, 
material and supplies, increases the cost of pro- 
duction until the profit is reduced to the ordi- 
nary rate. Or, taking the reversed case, of a 
sudden and large fall in the market value of 
iron or cotton cloth, the wages and other costs 
of manufacturing those articles must be lowered 
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or their production will be abandoned, and those 
who furnish the needed labor, material and sup- 
plies, are compelled to conform their demands 
to the new situation. 

Some respectable writers have gone the length 
of saying, that it is not labor which creates the 
value of a product, but that labor derives its 
own value from the value of its product. Thus, 
McLeod (^Principles of Economics^ says: 

It is not the labor which gives value to the product, but 
the demand for the product which gives value to the labor. 

To the same effect, Whately (Lectures on Polit- 
ical Economy ) says : 

It is not that pearls fetch a high price because men have 
dived for them ; but, on the contrary, men dive for them be- 
cause they fetch a high price. 

No conceivable amount of labor will of itself 
necessarily produce value in exchange. In order 
that an article may have such value, it is nec- 
essary ( I ) that there should be such a limita- 
tion of its supply that those who want it will 
be compelled to give something for it, and ( 2 ) 
that there should be a demand, and the degree 
of value will rise as the demand increases and 
the supply decreases. Value requires the two 
factors of demand and of limitation of supply. 
The first factor, which is demand, cannot be 
created by cost of production, or in any man- 
ner affected by such cost, and therefore there is 
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no a priori certainty that labor will create value. 
It may and it may not. Whether it will, or 
not, must depend upon whether it is or is not 
employed in producing something for which 
there is a demand. 

Without doubt, although labor or the cost of 
production, can never of itself create value, be- 
cause it can never create demand, it may never- 
theless, and often does, indirectly affect and 
modify the value of things by affecting their 
supply. Of course, it has no modifying power 
at all in the case of things which are a mere 
gift and beneficence of nature. Its indirect 
modifying power of that kind will be greater 
or less over the value of things, as human ef- 
fort is a greater or less ingredient in producing 
them. As a general rule, human effort will be 
more or less withdrawn from producing things 
whose exchangeable value is for a long time 
below the cost of production. In that way the 
supply is reduced until the exchangeable value 
rises again so that active production may be 
profitably resumed. But in this case, the force 
which raises the value of an article is the dimi- 
nution in the supply of it. The cost of pro- 
duction affects value, not directly but indirectly 
by affecting supply. 

This indirect effect of the cost of production 
upon value is not universal, and it is felt al- 
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ways in an imperfect manner, and sometimes 
very slowly. When men spend labor in search- 
ing for diamonds, or for gold, or in similar 
pursuits in which success is, to a large degree, 
a matter of chance, the universal hope of a 
stroke of good fortune will induce them to con- 
tinue efforts which, as a whole and in the long 
run, are not remunerated by the aggregate re- 
sults. Ordinarily, men cannot easily change 
from one pursuit to another, and they will or- 
dinarily continue for some time in a production 
which is at the moment unprofitable, in the 
hope of a favorable change in the markets. 
Often some considerable period must elapse be- 
fore a diminished production sensibly affects the 
stock on hand. It is especially true of things 
which are comparatively imperishable, that the 
current production affects the stock very slowly. 
The metals, both precious and base, but pecu- 
liarly the precious metals, present familiar cases 
of that kind, but they are not the only ones. 

The observations thus far made have refer- 
ence to a fall of exchangeable value below 
the cost of production, but it is equally true 
that, when value rises above cost, such an in- 
creased production as will restore the former 
relation of supply to demand may often occur 
tardily, and possibly not until after an indefi- 
nite lapse of time. If the world's demand for 
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wheat should be suddenly doubled, the result- 
ing rise of value would be soon lost by a 
doubled production, from the vastness of the 
areas of land and climate adapted to the cul- 
tivation of that grain, and from the rapidity 
with which capital and labor could be concen- 
trated upon it. If the world's demand for ap- 
ples should be suddenly doubled, a correspond- 
ing increase of production would be slow. 
The crop of apples is annual, but it takes 
years to bring the tree to its fruit-bearing ma- 
turity. In the case of diamonds, and of gold, 
neither can be produced at will by the applica- 
tion of capital and industry. It is only in a 
few places that diamonds can be found at all, 
or that gold can be found in such quantity and 
under such conditions as to induce men to mine 
for it. The continuous decline in the stock of 
the precious metals and the continuous rise of 
their value, during the many centuries between 
the downfall of the Roman Empire and the dis- 
covery of America, caused no increase in their 
production. There would have been no increase 
of their production to this day, but, on the con- 
trary, a still continuing decrease, if the voyages 
of Columbus had not opened the way to new 
mines. The value of gold and silver would 
have risen higher and higher in the Old World, 
as compared wtth the cost of producing them, 
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but there would have remained the insurmount- 
able difficulty of a deficiency in the number of 
places in which it would have been possible to 
find them, and to apply labor to their produc- 
tion. 

Taking all circumstances into the account, the 
indirect connection between the current cost of 
mining gold and silver and their value, is never 
more than a slight one, and sometimes there is 
no such connection. A value exceeding many 
times the cost will not be followed by an in- 
creased current production, unless mines fit to 
be worked can be found. The value of gold 
and silver depends upon ' the proportion between 
the demand and the total stock on hand, which 
is the supply. This stock is the accumulation 
of ages, and is so vastly in excess of any an- 
nual production which has hitherto occurred, or 
is likely ever to occur, that it can be affected 
only very slowly by the vicissitudes of mining. 
A rise in the value of the precious metals, so 
long as they maintain their position as the 
money of the world, while it is, of all the ca- 
lamities that can befall mankind, the most wide- 
reaching, potent, and insidious in its mischiefs, 
is also, at the same time, an evil against which 
they have no certain means of guarding them- 
selves. They may be compelled to endure it, 
helplessly and hopelessly, for centuries, and re- 
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lief will come, if it comes at all, only by some 
happy concurrence of fortuitous events. 

Those who lay down the doctrine that value 
can only originate in labor, and is regulated by 
the cost of production, always accompany it with 
an exception which takes the case of paper 
money out of the operation of the rule. They 
admit that cost does not affect the value of 
things, the production of which is protected 
against competition in whatever way, whether by 
patent laws, or by the use of a process which 
can be kept secret, or by a monopoly of any 
kind, either conferred by law or resulting from 
the actual facts of the situation. It is obvious 
that a cheapened cost or an entire absence of 
cost cannot affect value by affecting supply, 
where there is only one producer, and that the 
value of anything under that condition will de- 
pend upon the intensity of the demand and the 
quantity of the thing which such producer may 
choose to furnish to the market. It is upon that 
principle that governments, which choose to de- 
cree a paper money which costs nothing, may 
give it value by monopolizing its issue and re- 
stricting its quantity. 

The report (1877) of the United States Mone- 
tary Commission lays down the true doctrine in 
these words : 

The value of money, of whatever kind, is measured by 
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the cost of obtaining it after it has been produced, and not 
by the cost of its production, and this value is indicated by 
the general range of prices. 

Musgrave {Studies in Political Economy, 1875), 

says : 

The value of the gold obtained by the digger is not 
measured by the labor which it costs him to get it, but by 
the amount of other property which he can get for it. In 
common parlance, the thing is worth what it will fetch. 

What the cost of the production of metallic 
money may be, immediately concerns only the 
infinitesimally small fraction of mankind engaged 
in the business of gold and silver mining. In 
countries in which these metals are the standard 
of money, how much labor and how many com- 
modities must be parted with in order to obtain 
given quantities of gold and silver, concerns 
everybody, and in a most vital particular. The 
greatest living authority in finance* has aptly 
and vigorously said : 

It is a comparatively small portion of the people of this 
or any other country' that obtain the gold and silver with 
which debts must be paid by delving in the mines. The vast 
majority work for gold and silver, not in the mineral regions, 
but in the rice, tobacco, wheat and corn fields ; at the anvil, 
forge and lathe ; in the seams of coal and iron, and in ships 
on the seas. The debt-paying power of the country is meas- 
ured by the amounts of gold and silver for which the pro- 
ducts of these and all other industries can be exchanged. 
This gauge measures the value of money. 

As to the cost of producing paper money, it 

* Speech of Hon. John P. Jones, in U. S. Senate, Feb. 14, 1878. 
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concerns nobody but the issuer of it. If the 
Government is the issuer, it is for the general 
advantage of the public that its production should 
cost nothing. What concerns the people among 
whom it circulates, is what it costs in real es- 
tate, commodities and services to procure it, or, 
in other words, what its value is. 

Adhering to the use of the term money, as 
meaning whatever is generally accepted by ev- 
erybody for anything they have to sell, and also 
generally accepted in payment of debts, whether 
by legal compulsion or by common consent, we 
see that McLeod was right in saying {^Principles 
of Economics, chapter IV ) : 

Why do people take a piece of money in exchange for 
services or products ? They can neither eat it nor drink It, 
nor clothe themselves with it. They can make no direct use 
of it. The only use they can make of it is to exchange it 
away again for something else they want. And the only rea* 
son why they take it is, that they believe, or have confidence, 
that they can do so whenever they please. 

Aristotle, who is among the oldest philoso- 
phers whose writings have been preserved, said : 

With regard to a future exchange, if we want nothing 
at present, money is as it were our security that an exchange 
may be made when we do want something. 

This idea, familiar to everybody who uses 
money, that it is not wanted for any value such 
as is described by the words " intrinsic " or " in- 
herent," but only for its command in the mar- 
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ket over commodities and services, has been ex- 
pressed by innumerable writers. 

Baudeau, a French economist, says : 

Coined money in circulation is nothing but an effective 
title on the general mass of useful and agreeable things. It 
is a kind of bill of exchange or order, payable at the will 
of the bearer. 

In Adam Smith's Wealth of Nations it is said : 

A guinea may be considered as a bill for a certain 
quantity of necessaries and conveniences upon all the trades- 
men in the neighborhood. The revenue of the person to 
whom it is paid does not so properly consist in the piece of 
gold, as in what he can get for it, or in what he can ex- 
change it for. If it could be exchanged for nothing, it 
would, like a bill upon a bankrupt, be of no more value 
than the most useless piece of paper. 

In John Stuart Mill's Principles of Political 

Economy, it is said : 

Nothing more is needful to make a person accept anything 
as money, and even at an arbitrary value, than the persuasion 
that it will be taken from him on the same terms by others. 

In Henry Thornton's Inquiry into the Nature 
and Effects of the Paper Credit of Great Britain 
it is said : 

Money of every kind is an order for goods. It is so 
considered by the laborer when he receives it, and is almost 
instantly turned into money's worth. 

In this sound viewr of money, as being of the 
nature of an order for property, the holder is 
only concerned to have the order an effective 
one, and it is of no consequence to him, if 
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the order is effective, wiietiier it is stamped up- 
on paper, or upon gold or silver. The most 
that can be said is, that if the order proves to 
be ineffective, he will be able, if it is stamped 
upon gold or silver, to recoup his loss to the 
extent of the value of the raw material of his 
order. 

It cannot be said to be necessary to the be- 
lief of a fact that the evidence of its existence 
should be accompanied by a satisfactory solution 
of the causes of it. Nor is it apparent that the 
duty of furnishing such a satisfactory solution 
devolves upon those who point out the existence 
of a fact, any more than upon those to whom 
it is pointed out. That the sun appears in the 
East every morning has been always known, and 
was never denied by those who were unable to 
frame any theory, erroneous or otherwise, as to 
the cause of its daily appearance. It is only 
within comparatively recent times that the true 
cause of it has been apprehended by anybody, 
and it, is to-day not apprehended by large num- 
bers of the human race. But at all times, and 
whatever the condition of the scientific knowl- 
edge of mankind, and whether the current belief 
has been that the sun revolved daily around the 
earth, or that the earth revolved daily on its 
axis, the fact of the daily rising of the sun has 
been universally observed. 
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That gold and silver coins have value or pur- 
chasing power in nearly all countries, and that 
irredeemable paper, sometimes with and some- 
times without the function of being a legal ten- 
der, and oftentimes when there is no effective 
and appreciable expectation that it will ever be 
redeemed in coin or in anything else, has value 
or purchasing power in many countries, are 
both of them facts, and are universally recog- 
nized as facts wherever they exist. In every 
country in which either of these descriptions of 
money is current, every man who voluntarily 
accepts it in exchange for commodities or ser- 
vices, understands perfectly well that he accepts 
it because it will be accepted by everybody else 
for anything he may have occasion to purchase. 
The reasons for its currency may be differently 
understood and differently stated by different 
persons ; but wherever it is actually current as 
money, with a purchasing power over all kinds 
of property and services, there can be no dis- 
agreement about the fact. 

Whatever else money may be, and whatever 
other functions it may possess, it practically 
serves the holder as an order upon everybody 
within the territorial area of its circulation for 
anything which is on sale. If it does not per- 
form that service, it is not money. 

The nature of money, as it is used in the 
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transactions of trade, is sometimes illustrated by 
comparing it to the counters used in certain 
games. But whether its essential function is en- 
deavoured to be made more easily comprehend- 
ed, by speaking of it as an order for some por- 
tion of anything which is on sale, or as a count- 
er entitled to command some portion of what 
is played for in a game, it must never be for- 
gotten that it possesses a real and substantial 
value by reason of having the capacity of such 
an order or counter, and without any reference 
whatever to the cost of its material or manu- 
facture. Musgrave, in his Studies in Political 
Economy, adopted the illustration of a counter, 
but he added : 

So long as gold and silver are regarded as counters in the 
transactions of mankind, they will possess intrinsic worth, . . 
. . until such time as the world — if ever — can stop its game 
of commerce and set aside the counters. 

What Musgrave styles the "intrinsic worth" of 
gold and silver used as "counters in the transac- 
tions of mankind," is far above any value they 
would possess if not so used, and it is mani- 
festly true of a counter of any description, that 
its value is in no degree affected by its mate- 
rial or cost. 



CHAPTER V. 

The notes of banks are often current after 
they suspend specie payments. coin redemp- 
tion is not essential to the value of either 
bank or government paper. 

To many persons the idea is an incomprehen- 
sible one, that money which has been produced 
without appreciable cost, and the material of 
which has no appreciable worth in the market, 
can derive value merely from the general con- 
sent of the people of a country to accept it for 
what they have to sell and for debts due to 
them, or from a decree of the Government 
making it a legal tender, or from both things 
combined. Such a conception appears to them to 
involve the absurdity that popular assent or leg- 
islative fiat can produce something out of noth- 
ing. They know, of course, that money costing 
substantially nothing, either in its material or 
manufacture, has often and in many countries 
been freely and commonly accepted in exchange 
for property, and has also been commonly accept- 
ed in satisfaction of debts, even when there has 
been no law compelling such acceptance. Cases 
of this kind have been so numerous that it is 
(68) 
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quite impossible to deny that they have occurred 
as a matter of fact. The persons who find it 
difficult to believe that there can be any value 
except what they describe as intrinsic, and as 
existing in the useful qualities of some material 
substance, explain those cases by saying that 
the money has been accepted, not as in itself 
of any value, but as the promise, supposed to 
be reliable, to pay real money, or as being in 
some other way, not very well defined, the sign 
or representative of real money. In some of 
the cases the explanations thus given seem at 
first sight to be sufficient, but in other cases 
they are manifestly inadequate. 

The notes of State banks, as known in this 
country before the Civil War, so long as the 
promise of coin on demand which they contained 
was performed, were supposed to derive their 
value and currency entirely from that promise. 
They were spoken of as being in all substan- 
tial respects coin, not coin in a corporeal form, 
but coin signified and represented by paper. 
They were not regarded as usurping the place 
and functions of coin, but rather as acknowledg- 
ing its authority and as exercising it by dele- 
gation and substitution. Currencies of that kind 
have existed at many times and in many places, 
and it is ordinarily said that the countries in 
which they exist are on a metallic basis. 
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But it happened frequently to the old State 
banks that they suspended coin payments. When 
merely a single bank stopped such payments it 
was called a bankruptcy rather than a suspen- 
sion, and was generally followed by a liquida- 
tion and winding up. But when they suspended 
en masse, either over the whole country or over 
large sections of it, as they often did, the uni- 
form result was that their notes were accepted 
as freely as before in exchange for commodi- 
ties. They were still the standard currency in 
which prices were stated, and if the valuation 
put on them was sometimes reduced relatively 
to coin, it was rarely so much reduced that 
they were not voluntarily accepted in discharge 
of previously contracted debts. It thus turned 
out in repeated cases, that whereas these notes, 
while redeemed in coin, were commonly said to 
be current solely in consequence of such re- 
demption, they continued to be equally current 
when there was no longer a coin convertibility 
even in name. 

The experience of other nations has been like 
our own. Without doubt, the Englishmen of the 
last century' believed and said before 1797 that 
the notes of the Bank of England were current, 
because they commanded coin upon presentation 
at its counter. What they found by a trial of 
it was, that the currency of those notes was 
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unimpaired during the period of twenty-four 
years commencing in 1797, when they would 
not command coin upon presentation, and when 
nobody could certainly foresee when, if ever, 
they would so command coin. Englishmen of 
the present day, better instructed by past expe- 
rience, know perfectly well that if the Bank of 
England should again suspend coin payments 
to-morrow, its notes would still remain the ac- 
cepted currency of that country. The Bank of 
France has suspended coin payments twice dur- 
ing the present generation, and once recently, 
and on neither occasion was the currency of its 
notes in the least degree affected by the fact of 
suspension. 

In the case of the State banks, which formerly 
furnished the currency of this country, there 
never was any genuine confidence in the re- 
deemability of their notes. Albert Gallatin ex- 
pressed, fifty years ago, the common opinion and 
his own, by saying that they were promises to 
deliver coin provided nobody asked for it. They 
were constructed and conducted upon such prin- 
ciples, and issued notes in such excessive dis- 
proportion to their coin reserves, that it was 
impossible that they should avoid suspensions 
when panics arose, or the course of the foreign 
exchange became largely and obstinately ad- 
verse. In most cases their suspensions were, as 
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a choice of evils, the best thing to be done for 
the public interest, and were sustained by the 
approval of contemporaneous public opinion. 

Of course, it is not intended to be denied 
that a bank note, promising coin on demand, de- 
rives a value from such a promise, if it is re- 
lied upon. In that respect it is upon the same 
footing as any other paper which is the legal 
evidence of a contract to pay money on de- 
mand, or at a designated future day. But a 
bank note, forming part of the actually accept- 
ed currency of a country, derives value from 
other facts besides the promise to pay coin, and 
therein it differs essentially from a merchant's 
note or draft for any given sum payable in any 
given number of months. The market value of 
a merchant's obligation depends wholly upon 
the degree of solvency which he is reputed to 
possess, and it is only the expectation of its 
complete, or at least partial, performance, which 
will induce anybody to purchase it. On the 
other hand, bank notes actually current and ac- 
cepted as money are received in exchange for 
commodities and services, not with an intent on 
the part of the receiver to collect the coin 
promised on their face, but to realize their 
value by an exchange in the market for some- 
thing else which he may want. It is not an 
expected redemption at the counter of the bank, 
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but an expected availability as a means of pur- 
chasing commodities and services from others, 
which governs the voluntary receiver of bank 
notes when they have become in fact a part of 
the established currency of any place. In short, 
they are received, not because they are promises 
to pay money, but because they are money, that is 
to say, because they are something which is 
readily accepted by substantially everybody for 
anything they have to sell and in payment of 
debts.* They have a value independently of 
their redemption in coin, although such a re- 
demption, so long as it is actual and reliable, 
affects the degree of their value and fixes it at 
a parity with that of coin. The real basis on 
which they are received may be misunderstood, 
so long as they are convertible into coin, but 
becomes plain enough when they cease to be so 
convertible, but are still received as readily as 
hefore, and oftentimes at a valuation not sensi- 
bly reduced. Bank notes payable and paid in 
coin\on demand, and especially where they form 

* John C. Calhoun ( speech in Congress, February 26, 1816, 
on bill to create a National bank) said . 

" Gold and silver are not the only money, but whatever is 
the medium of purchase and sale ; in which bank paper alone 
is now employed, and has, therefore, become the money of the 
country. The right of making money, an attribute of sover- 
eignty, a sacred and important right, is exercised by 260 banks 
scatrtered over every part of the United States." 
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the great mass of the circulating medium, are 
not at all a credit currency, as so many writers 
describe them to be. Nothing is more delicate 
and fragile than credit. A breath may tarnish 
it and a rumor may destroy it. It has been 
said of that sort of confidence, of which pecu- 
niary credit consists, that it is nothing but sus- 
picion asleep. Money, on the other hand, is of 
a marvelously tough fabric. It is a primary ne- 
cessity of civilized life, and when the sole or 
principal money of a country consists, of bank 
notes, it will survive much ruder shocks than 
that of a temporary, or even a long-continued, 
suspension of coin payments. In fact, it will 
often remain current for considerable periods of 
time, even after there have ceased to be visible 
any good reasons for its currency, except that 
there is no other money within reach and that 
money of some kind is indispensable. 

In the many cases which have occurred of 
Government paper, avowedly irredeemable in gold 
or silver, we are not confused as to the causes 
and principles of its circulation, as we are liable 
to be in respect to the circulation of convertible 
bank notes. 

The Russian paper rouble is a century old, 
having been issued in the reign of Empress 
Catherine of unsavory memory. In all that time 
it was never pretended to be redeemed, except 
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from 1839 to the outbreak of the Crimean War 
in 1854-5, and it is a matter of mere conject- 
ure when another period of redemption will oc- 
cur, if it ever does. The facts that it is the 
current money of Russia, that prices in that 
empire are stated in it, and that everything 
there is purchasable with it, cannot be explain- 
ed by its being convertible into, or being the 
representative of, any other kind of money. It 
is receivable for taxes and is a legal tender, 
and furthermore it is not permitted to Russians 
to make contracts payable in any other money. 
It is a pure fiat currency, produced without ap- 
preciable cost, but that it has a value in Rus- 
sian markets is just as incontestable as a matter 
of fact, as that wheat and timber have a value 
in them, and, furthermore, by reason of its hav- 
ing a value in all Russian markets, it has a 
value in all countries which have occasion to 
buy in those markets. 

In this country the Government paper, known 
as the greenback, had at all times, prior to the 
resumption of coin payments in 1879, and in all 
places, except on the Pacific Coast, such an un- 
doubted and universal value in the market, that 
it would command in exchange every species of 
property and service, and that the prices of all 
commodities were made and stated in it. There 
was no appreciable cost in either the material or 
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the manufacture of this paper, and its value or 
purchasing power rested upon nothing except 
the laws of Congress making it receivable for 
certain classes of National taxes and a tender 
for private debts, and the general consent of 
the people, under the influence of those laws 
and of other circumstances, to accept it in ex- 
change for what they had to sell. Neither in 
the law creating this paper, nor on the face of 
the paper itself, was there any effective promise 
to redeem in any other kind of money, nor was 
was it in any intelligible or conceivable sense 
the sign or representative of any other kind of 
money. Certain writers and speakers have used 
the license and latitude of political party discus- 
sions to the extent of saying that this paper was 
"a dishonored promise" of the Government, but 
it contained no engagement which was not al- 
ways scrupulously observed. It was at no time 
refused to be received for the classes of taxes 
for which it was declared to be receivable. 
There was a promise on it to pay dollars, but 
neither on demand nor at any fixed time. Ev- 
erybody who took it, either from the public 
treasury, or from individuals, knew it was pay- 
able only when the Government, in view of all 
the public interests involved in a question of 
the currency, than which none can be more 
delicate and complicated, should judge it fitting 
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and expedient to pay it. By no possibility 
could such a promise to pay dollars ever be- 
come "overdue "or "dishonored." As the United 
States Supreme Court said in the case of Bran- 
son V. Rhodes (7 Wallace), the greenback dollar 
"was not a promise to pay on demand, or at 
any iixed time ; nor was it in fact convertible 
into a coined dollar." It is altogether plain that 
paper of that kind, neither presently convertible 
into coin as a matter of fact, nor containing 
any promise of such conversion except at the 
pleasure of the maker of it, could not have 
obtained currency as the sign or representative 
of coin. 

In the case of Hepburn v. Griswold ( 8 Wal- 
lace) decided in 1869, Chief Justice Chase said 
of the greenbacks, that they had no "intrinsic 
value, but a purchasing value, determined by 
( I ) the quantity in circulation ; ( 2 ) by the 
general consent to its currency in payments ; 
( 3 ) by opinion as to the probability of re- 
demption in coin." 

It would have been more correct to say that 
the purchasing value of the greenback resulted 
from the general consent to its currency, how- 
ever brought about, and that the extent, or de- 
gree of its purchasing value was determined by 
the quantity in circulation. Opinion as to the 
probability of its redemption in coin, neither 
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created its value, nor fixed the magnitude of its 
value in 1869. 

No man in 1869, or anterior to that time, ex- 
changed his commodities for greenbacks, with 
the intention of holding them until they should 
be redeemed in coin, or concerned himself with 
idle and fruitless speculations as to the proba- 
ble time when they would be redeemed in coin. 
He accepted them solely on the basis of their 
then current value, or purchasing power in the 
market, or, in other words, he accepted them 
solely as money, and solely with a view to 
their present use as money. If the greenback 
had been stamped, as the coined gold and sil- 
ver dollars are, with the words one dollar, in 
lieu of being stamped with unmeaning words 
promising to pay one dollar, without any speci- 
fied date of payment, its value in 1869 would 
have been precisely the same. Its value arose 
from the functions given to it by law, of re- 
ceivability in important branches of the Nation- 
al revenue and of being a legal tender for pri- 
vate debts, and from the existing fact, however 
arising, that it was commonly accepted in ex- 
change for property and services. The extent of 
its value was determined by the proportion be- 
tween its quantity on one side and the popu- 
lation by whom it was used and the exchanges 
in which it was employed on the other side. 
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It may be true, although it is by no means 
certain, that later on and in close approxima- 
tion to a date subsequently appointed by law 
for its redemption in coin, its value was more 
or less affected by the state of opinion as to 
the probability that it would then be so re- 
deemed .* 

But that it was so affected in 1869, or ante- 
rior to that time, or for several years posterior 
to that time, is the idlest of fancies. Those 
who surrender to that delusion, do so, not 

*The Resumption Act became a law January 14, 1875. 
During that month the highest quotation of gold in the 
New York market was Il3f^, and the lowest quotation was 
IIIJ^. During the year 1874, the highest quotations of each 
month give an average of II4J^, and the lowest quotations 
give an average of 109. During the year 1875 the highest 
quotations of each month give an average of 117^, and the 
lowest quotations give an average of m^. The premium 
■was, therefore, rather higher during the year after the passage 
of the Resumption Act than during the year prior thereto. 
It was higher during the year 1875 than it was in either 
1871, 1872, or 1873. It was as high in 1876 as it was in 
1871 or 1872. It showed no distinct fall until 1877, when the 
highest quotations for each month give an average of 107^, 
and the lowest quotations for each month give an average of 
io2}4- It fell still more during 1878. The opinion of the 
soundest minds has always been, and still is, that the gold 
premium did not fall in 1877 and 1878 in consequence of 
an expectation of resumption January i, 1879, but that re- 
sumption at that date was a consequence of the preceding fall 
in the gold premium, brought about by commercial causes, 
such as great grain crops in the United States contemporane- 
ously with deficient crops in Europe, large favorable balances 
in our foreign trade, &c. 



80 MONEY — PAPER AND COIN. 

because there is any fact to justify it, but 
because they hold to a preconceived theory 
which they have accepted from reading certain 
books, that no paper can have value unless it 
is in some way the representative of coin, eith- 
er by present convertibility into it, or by some 
degree of expectation of such a convertibility at 
a future time. But it is admitted that the 
Russian paper rouble has value without either 
thing, and that Brazilian paper does, without 
either thing, possess a value even greater than 
that of the rouble. And although it may not 
be admitted, because it would be inconsistent 
with a theory to admit it, yet the fact was 
contemporaneously well known to everybody 
handling money in the United States, that the 
currency of the greenback for years before and 
after 1869, was in no wise affected by a (so- 
called) promise, which was no promise, of re- 
demption in coin, but depended wholly upon 
the functions which it then presently derived 
from the law, and upon the exchangeability as 
a recognized money in the market into every 
species of property which it then presently en- 
joyed. 

The contract between the United States and 
the holders of greenbacks, remains precisely the 
same to-day as it was when they were first is- 
sued. They are still payable, not on demand, 
5 
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but only when the Government may see fit to 
pay them, in view of all the considerations of 
National policy involved in that question. The 
Resumption Act of 1875, directing the Treasury 
officers to commence paying on the first of 
January, 1879, was a public act, and was passed 
for public objects, and it has remained ever 
since the right of Congress to repeal it, when- 
ever that may ^eem expedient. No new pledges 
of any kind were given in that act to the in- 
dividual holders of the greenbacks, and the 
question of continuing or suspending their pay- 
ment is merely a public question in respect to 
the monetary circulation. 

The paper money of the Confederate States 
did not have so long a career as the greenbacks 
have had, nor was the termination of it so for- 
tunate. But while that career lasted, it afforded 
a perfect illustration of the fact that an accept- 
ed government paper, without any effective prom- 
ise of payment in coin, has value in the mar- 
ket. In the case of the Confederate money, 
there was not only no promise of payment, 
either on demand, or at a fixed date, but there 
was no absolute promise to pay at all. There 
was a promise to pay in so many months after 
a treaty of peace should be negotiated with the 
Northern States. That was a condition which 
manifestly might never happen, and in the turn 

6 



82 MONEY — PAPER AND COIN. 

of events did not happen. Nevertheless, Con- 
federate paper was for a considerable time so 
completely the established currency within the 
regions actually dominated by the Confederate 
Government, that the prices of commodities and 
services were made and stated in it, and that it 
was in all respects the recognized money of 
Confederate markets. 

If value was a corporeal substance, it would 
be true of it that it could not be created out 
of nothing, nor could it be destroyed, if already 
existing, by any aggregation of men represented 
by a government. Matter can be created, ^and is 
destructible, only by the Divine Being. But value 
is not a corporeal substance or thing. It has 
neither extension, form, color, nor weight. It 
is cognizable by none of the bodily senses of 
man. It Can be neither heard, seen, smelt, 
tasted, nor touched. Value is simply a relation 
of exchange between two objects in the market, 
in the operation of buying and selling, and the 
terms of such a relation depend upon the de- 
mand and supply of the two objects. If human 
power can affect the demand or supply of either 
object, it can affect the relation of value between 
the one and the other. It is like the relation 
of distance between two objects, which can be 
created, destroyed, increased, or diminished by 
man, provided either of the objects is movable 
by human power. 
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It will not be disputed that governments can 
greatly affect values, whenever they can exert a 
power over the demand for, or supply of, any 
objects. Of that, examples cannot fail to occur 
to the reader, from the old one where the Eng- 
lish Government increased the value of woolen 
cloth by decreeing that every dead Englishman 
should have his shroud made of that fabric, to 
the more modern one, when the American Gov- 
ernment increased the value of horses by buy- 
ing up an enormous number of them for use 
in the Civil War. It would be extraordinary 
indeed, if governments did not have as much 
power over values, as is always possessed by the 
leading milliner for the time being in Paris, who 
can change values by changing the fashions and 
thereby throwing some things out of demand 
and bringing other things into demand. 

A change of value in the direction of increas- 
ing it, is, as respects the added value, the crea- 
tion of a new value. And it is, therefore, true 
that there can be no more inherent impossibil- 
ity that governments can create a value where 
none existed before, than there is that they can 
add a new value to an old one. In the case 
of money, for which the demand under the 
conditions of civilized life is imperative, govern- 
ments can give the prerogatives and functions 
of money to anything at their discretion. They 
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may select for that purpose something of which 
the cost of the material and of the manufacture 
is inappreciably small, and by monopolizing the 
production of such money they may give to 
each unit of it such value as they see fit. The 
value of money arises, not from its material, 
but from the functions with which it is invest- 
ed by law, or common consent, or both. This 
species of value, arising from its functions, while 
it is the only value which paper money pos- 
sesses, is also the only value which is taken 
into account in respect to metallic money. The 
degree of this value, in respect to both paper 
and metallic money, depends upon the limita- 
tion of its quantity relatively to the demand 
for it. 

There is only a difference in degree between 
the fiat power of governments over the value 
of paper money, and the same power over the 
value of gold and silver money. It is true that 
when mints are open to everybody the value of 
gold and silver coins is the same as that of 
the bullion contained in them, so that a first 
impression would be that governments in no 
way affect that value. Nevertheless, they do af- 
fect the value of the bullion itself, by decreeing 
that it shall be the sole raw material of coin, 
and by so legislating as to force the use of 
coin monev. Gold and silver coins are thus in- 



MONEY PAPER AND COIN. 85 

debted to the fiat of governments for an un- 
known but large part of their value, although 
not for the whole of it as government paper 
money may be.* 

In short, there is no scientific objection what- 
ever to paper money. The objections to it are 
political. The question is only partly solved by 
showing ( I ) that there is no a priori probability 
that the supply from the mines will increase 
and diminish in any proper proportion to the 
varying monetary wants of mankind ; ( 2 ) that a 
long experience has proved that the fact is 
quite the reverse ; and ( 3 ) that it is theoretical- 
ly possible for governments to make a better 
money out of paper than nature has made in the 
precious metals. If governments can make a bet- 

* The United States Monetary Commissioners say in tlieir 
report ( 1877 ) : 

" Nor can there be any doubt that originally the value of 
gold and silver followed closely the cost of their production, 
and that the demand for them as commodities was the con- 
trolling, but variable, force in regulating their values. But 
when, in the progress of society, large stocks of the metals 
had been accumulated and their use as money had become 
established, that use and the demand which resulted from it 
became the controlling force in regulating their values. De- 
mand and supply are the sole factors out of which exchange- 
able value arises. The demand for gold and silver as com- 
modities is limited and fluctuating ; but when the law invests 
them with the higher function of money and makes them the 
common denominator of all values, that limited and fluctuat- 
ing demand is changed to an unlimited and constant one, 
which fixes their value for other and inferiot purposes." 
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ter money out of paper, it is equally undeniable 
that they can make a worse one. Ricardo, six- 
ty years ago, understood and stated with per- 
fect clearness the scientific basis of a sound pa- 
per money, regulated in its value by a limita- 
tion of quantity, but as a statesman he was at 
that very time a leader among those who fixed 
its value in England by redeemability in one 
of the precious metals. 

Upon the political question, whether govern- 
ments can be trusted to make a better regula- 
tion of the quantity of money by issuing paper, 
than nature makes of the quantity of metallic 
money by the yield of the mines, I shall at 
present make only the two following observa- 
tions : 

I. Like every other question relating to 
political institutions, it cannot be intelligently 
discussed or wisely decided, except in reference 
to all the special circumstances of each country 
by itself, such as the form of its government, 
the degree of the intelligence of its people, its 
financial situation, and the prevailing ideas and 
influences in respect to monetary subjects. It is 
not to be assumed that because the issue of 
government paper money may not have been 
suited to the conditions of former times, it is 
necessarily unsuited to the present times, or that 
because it might be to-day a dangerous experi- 
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ment in nearly all the countries in the world, 
it might not be safely tried in some of them. 

2. The question of issuing Government paper 
money in the first instance, is an entirely differ- 
ent one from the question of continuing such a 
paper money after it is already issued ; after 
prices have been adjusted to it ; and when its 
withdrawal must affect the equities of the innum- 
erable contracts which are always in existence in 
commercial countries and under the conditions 
of modern civilization. 



CHAPTER VI. 

Money is used by counting and numeration. 
The market determines how many units of 
it are, at the time and place, equivalent 
to each commodity on sale. 

We have seen that money performs the office 
of an order or ticket for property and services 
of all kinds. But it performs this office only be- 
cause it does itself possess value, and when it 
performs this ofl&ce, what takes place is an ex- 
change in the market of the value of the money 
for some other form of value, the ratio of the 
exchange being determined by the competition of 
buyers and sellers and by the relative demand 
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and supply of the two things which are ex- 
changed for each other. Money is an order or 
ticket for property and services, only in the 
same sense in which it might be said, in the case 
of an exchange of a hat for a pair of boots, 
that the boots served as an order for the hat, 
and that the hat served as an order for the 
boots. But whether a hat will serve as an order 
for a pair of boots on a given day and in a 
given place, depends upon the uncertain circum- 
stance of finding a holder of a pair of boots 
ready to part with them for a hat, whereas 
money, by reason of the permanent and constant 
demand for it, will always exchange for anything 
which is on sale. 

While, therefore, it is convenient and sufficient- 
ly correct to speak of money as an order or 
ticket for property and services, we must be care- 
ful to observe that when it serves the purpose 
of such an order or ticket, it does so only upon 
the same basis of exchanging value for value, 
which is the basis of barter transactions. It dif- 
fers fundamentally from a written order for goods, 
or from a ticket of admission to a theatrical ex- 
hibition, both of which are functus officio when 
they have been once used. Money is never func- 
tus officio, but serves every present holder of it 
as an order for goods, just as it served all pre- 
ceding holders of it. 



y* 
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Money is in other respects an order of a very- 
peculiar kind. It has no drawer who is bound 
to see that it is honored, nor any drawee who 
is bound to honor it. It has no indorser, and 
the holder has taken it at his own risk. But its 
chief peculiarity consists in the fact that it is not 
an order for any particular thing, nor for a 
specified proportion of either any particular thing 
or of the whole mass of things which are on of- 
fer in the market. On that statement of the case 
the question naturally arises : In what way is 
an order or ticket thus completely indefinite as 
to what and how much it is an order or ticket 
for, available in practical use ? Or, in other 
words, by what process is it that the holder of 
an order or ticket of that description, is able to 
come to such an understanding with those who 
have commodities or services to dispose of, as 
will render possible a transaction of purchase 
and sale between them? 

The exchangeable value of the unit of money 
is not stamped upon it, nor is it in any way 
whatever prescribed by law, nor, indeed, is it 
possible that any legal prescription of its value 
could be effective. 

There is no common consent by which its re- 
lation in exchange to any one thing, or to the 
mass of things, is permanently determined. On 
the contrary, its relation in exchange to every- 
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thing is constantly changing, and on any given 
day and at any given place it is only in the 
market that this relation can be tested and ascer- 
tained, and then only for that day and for that 
place. 

There is nothing in the essential nature of the 
unit of money and of the things for which it is 
exchanged, from which we can foresee in advance 
of a trial of it, what the relation of exchange 
will be between the unit of money and (for ex- 
ample) a horse, a bushel of wheat, or the ser- 
vices of an ordinary laborer for a specified time. 

Money cannot measure the value of things by 
being weighed against them in balances, nor by 
being placed alongside them as a yard stick is 
placed alongside cloth, nor by containing them 
as a standard bushel contains grain. 

The monetary currency of every country has a 
unit, as the dollar in this country. A single 
piece of money, whether of metal or of paper, 
is sometimes one of these units, and is some- 
times several of them, as in this country the 
gold eagle is ten units and the double eagle 
is twenty units. These units are in universal 
demand, inasmuch as it is an essential part 
of the definition of money, that everybody 
should be ready to exchange for them everything 
which he desires to dispose of at all. From the 
nature of the case the units are in equal de- 
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mand and of an equal value in exchange, 
comparing one with another. In what way the 
demand for the units of money is determined, 
whether by population, by wealth, or by the 
frequency and magnitude of the exchanges go- 
ing on, or by all three things contributing to 
the result in some discoverable or undiscoverable 
proportion, is a matter of speculation, in respect 
to which there may be many opinions. That it 
is determined in some way is beyond dispute, 
and however determined, it is at every given 
time a fixed and definite force acting upon their 
value. The only other force which can possibly 
act upon their value is the supply of them, which 
is the number of them, and as they are all of 
the same value it is only by counting that money 
is or can be used, and it is only by figures or 
words of numeration that money transactions are 
or can be expressed. It is thus that money meas- 
ures the values of things by being counted against 
them, and that the prices of things are expressed 
by the number of units of money for which they 
can be exchanged. Every seller tries to get the 
utmost possible number of units for what he 
brings to market, and every purchaser strives to 
obtain what he wants with the least possible 
number of units. It is, therefore, plain that in 
every country at any given time, the value of 
the unit of money tends to rise or fall, other 
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things being equal, as the number of the units 
diminishes or increases. The prices of things, 
which means their values as expressed in units of 
money, must be determined by the proportion 
between the number of the monetary units on 
one side, and the property and services offered 
for money on the other. It is in that way, and 
it can be in no other way, that the precise 
amount of commodities or services for which the 
unit of money is an effective order or ticket, is 
ascertained, so that it is practicable for those 
who buy and sell to come to an agreement. It 
is of no consequence of what material it is 
made, or at what cost of production, or, if made 
of metal of what weight and fineness, except in- 
directly and in so far as the number of the 
units niay be affected by the scarcity or abun- 
dance of the material, or by the greater or less 
difficulties of any kind in the way of multiply- 
ing the units. No matter what may control the 
number of the units, it is that number, however 
controlled, which alone determines the value of 
the units at any given time, inasmuch as they 
have no value which is prescribed by law, tra- 
dition, or current common consent, or which is 
fixed by any other circumstance than that of 
their number. The actual method of using them, 
which is that of counting, is the only conceiva- 
ble method, inasmuch as they are all of them 
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always of the same value, comparing one with, 
another, however much their value may fluctuate, 
comparing one time with another or one lo- 
cality with another. The number of units re- 
quired to be counted and delivered in order 
to purchase a particular article on a given 
day in any market, is determined by the competi- 
tion ■ of sellers on one side and the competition 
of buyers on the other side, in that market and 
at that time, and is determined in precisely the 
same way in which '' chaffering in the market " 
fixes the ratio, of exchanges of one commodity 
for another when business is conducted by barter. 
If the money of payments, and in which prices 
were made and stated in the United States, was 
of a kind admitting of an indefinite enlarge- 
ment of its volume, its aggregate value would 
be in no wise increased by increasing its volume, 
or, in other words, by increasing the number of 
its units. If the money consisted of one thous- 
and million irredeemable fiat paper dollars, their 
total power in exchange would be made no 
greater by multiplying them ten times. Nothing 
would happen in that case except that each dol- 
lar would be worth only one-tenth as much as 
it was before. The aggregate value of the mon- 
ey of the United States bears a fixed, although 
unknown, relation to its wealth, population and 
exchanges, and can only be increased or dimin- 
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ished by an increase or diminution of the wealth, 
■population and exchanges. This relation is not 
necessarily the same in all countries, inasmuch 
as the habits of different countries in respect 
to the use of money may and do vary very 
greatly. It is probable, for example, that the 
proportion of money to the volume of transac- 
tions is twice as great in France as it is in 
England. But in the United States, and in every 
other country considered by itself, there is al- 
ways at any given time a certain aggregate val- 
ue of the money, which is conclusively fixed 
by the property of all kinds which it measures 
and the transactions in which it is employed, 
and which cannot be affected by any change 
in the number of the units of the money. 

This doctrine, that the aggregate value of the 
money of a country at any given time is a 
fixed amount and is wholly independent of the 
volume or number of units of the money, was, 
for the first time, distinctly announced and clear- 
ly elucidated in the report (1877) of the United 
States Monetary Commission. It is a doctrine 
of great importance, and was laid down by that 
Commission in the following language : 

Under firmly-established systems the value of each unit of 
either metallic or fiat money, depends absolutely upon the 
number of such units and the relation they bear to the ser- 
vices they are required to preform. The purchasing pov?er of 
the world's entire stock of metallic money would neither be 
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increased nor dimished by an increase or diminution of its 
magnitude, if other things should at the same time remain 
unchanged. The value of that stock can only be changed by 
an increase or diminution of the things which it is the func- 
tion of money to measure. If the volume of either metallic 
or accepted fiat money should be doubled at however great 
or little cost, other things remaining the same, the aggregate 
value of neither would be changed, but the value of each unit 
would be reduced one-half. 

In another part of their report, the same Com- 
mission say : 

The aggregate of the money value which can exist in any 
country, is limited and fixed automatically by its environments. 
It bears a sure relation, however indeterminate, to the popula- 
tion, wealth and exchanges of such country, as modified by the 
character and habits of the people, their modes of transacting 
business, the rapidity with which their exchanges are effected, 
and many other considerations. . . The aggregate of the 
money value can' only be increased by an increase or dimin- 
ution of the productive forces and wealth which it measures 
and which govern it. The increase or decrease of the num- 
ber of the units of money can have no effect upon the ag- 
gregate of the money value, but the number of such units 
simply determines the fractional part of the whole value be- 
longing to each unit. 

To give a complete account of all the the- 
ories which have been propounded from time to 
time as to the principles upon which money- 
performs its known functions, would be to use 
a drag net to bring to the surface a mass of 
exploded follies, which had much better lie, as 
they now do, out of sight and forgotten. Nev- 
ertheless, it may serve a useful purpose in il- 
lustrating sound views, to comment upon some 
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errors which still find advocates and still per- 
plex and confuse monetary discussions. 

Bastiat, a modern French writer, who has ac- 
quired considerable fame as the author of some 
plausible and brilliant free-trade sophisms, says : 

Whoever has rendered a service, and has not received an 
equal satisfaction, is the bearer of a warrant either possessed 
of value, like money, or of credit, like bank notes, which 
gives him the right to draw from society when he likes, 
wliere he likes, and under what form he will, an equivalent 
service. 

At another time Bastiat has given the follow- 
ing somewhat different version of the nature of 
such an order on society as the French coin 
called a crown : 

The crown piece witnesses that you have rendered a service 
to society, and m'oreover it states the value of it. If you can 
read with the eye of the mind the inscription it bears, you 
can distinctly see the words : " Pay to the bearer a service 
equivalent to that which he has rendered to society, value re- 
ceived and stated, and proved and measured by that which is 
on me. 

Bastiat is entirely mistaken as to the origin 
of the right or power of the holder of money 
to demand property and services from society. 
It is the actual possession of money which gives 
the right, in the sense of power, to obtain other 
things by purchase. How possession of the 
money was obtained is altogether immaterial. A 
piece of money picked up by chance, or stolen, 
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or obtained by false pretences by gambling, or 
by pandering to infamous vices, is as effective 
an order upon society as if it was acquired by 
the fairest exchange, or the most useful and 
meritorious industry. 

Bastiat is equally mistaken in saying that 
there is anything on a piece of money, visible 
either to the bodily eye or to "the eye of the 
mind," which "states the value of it" or by which 
there is " stated and proved and measured " how 
much service the holder of the money has ren- 
dered to society at some anterior time, and how 
much equivalent service he is entitled to claim 
from society in return. All that governments 
do about money is to decree what shall be the 
unit of it, as a dollar in this country, a franc 
in France, and a pound in Great Britain ; and 
to decree, what stamped coin or stamped paper 
or other prescribed thing, shall be this unit. 
What property or services shall be commanded 
in the market by this unit, or, in other words, 
what its value shall be, is something which 
governments cannot possibly control, and which 
in modern and enlightened times they do not 
attempt to control. They can prescribe by law 
what the unit of money shall be, not what the 
value of this unit shall be. To suppose that 
they can, is to suppose that they are able by 
direct law to prescribe what the general range 
7 
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of prices shall be, since it is in and by the 
general range of prices that the value of money- 
is ascertained and expressed. 

This error of Bastiat, that to coin money is 
to prescribe and express its value, is a very 
common one. Innumerable writers have repeated, 
one following the other, that the coin stamp is 
a "certificate of value" whereas it is entirely 
plain that it is only a certificate of the weight 
and fineness of the metal. It is not even 
that, from any words or figures on the coin 
itself, but is so only when it is examined 
in connection with the laws of the coining 
country. There is nothing, for example, on the 
gold or silver dollar of the United States, which 
gives any information as to the weight or fine- 
ness of either, but any person desiring to ascer- 
tain what the weight and fineness are, can do so 
by reading the coinage laws of the United States, 
on the assumption, which may be safely made, 
that the mint oflacers faithfully execute those 
laws. 

Delivering the opinion of the United States 
Supreme Court in the case of Branson v. Rhodes 
( 7 Wallace ), Chief Justice Chase, after reciting 
the coinage laws, observed : 

The design of all this minuteness and strictness in the 
regulation of cpinage is easily seen. It indicates the inten- 
tion of tlie Legislature to give a sure guarantee to tlie peo- 
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pie that the coins made current in payment contain the pre- 
cise weight of gold and silver, of the precise degree of pu- 
rity declared by statute. 

An American writer on Banking ( Mr. Gouge ) 

says : 

Some fancy that it is the authority of the Government that 
gives money its value. But the true value of money, as meas- 
ured by the amount of goods for vifhich it will honestly ex- 
change, cannot be effected by the edicts of princes or the acts 
of parliaments. 

The stamp of the State is a mere certificate of weight and 
fineness. 

It was evidently the opinion of Bastiat in re- 
spect to money, or at any rate, in respect to 
metallic money, that its value or purchasing 
power is fixed and unchangeable. On no other 
view than that could he have said that it rep- 
resented a past service, and entitled the holder 
to receive a present or future equivalent service. 
On no other view than that could he have said 
that the value of money is " stated and proved 
and measured " by the inscriptions on it. A 
past service does not change, neither do the in- 
scriptions upon money change, but that the 
value of money is ' constantly changing, and 
sometimes largely, is familiar in the experi- 
ence of everybody who obtains it by a sale, or 
parts with it in making a purchase. 

These errors of Bastiat are not peculiar to 
him, but are continually encountered in discus- 
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sions of the nature and measure of the value of 
money. 

The doctrine that it is the number of units 
of money, other things being equal, which con- 
trols the value of each unit, and the prices of 
commodities and services as expressed in such 
units, is not likely to be controverted as re- 
spects such paper as is used as money merely 
by the force of law or by common consent, and 
not on the basis of being kept at a parity with 
coin. But when we come to the case of metal- 
lic money, or to the much more common case 
of a money on what is called a metallic valua- 
tion, consisting in part of metal and in part of 
paper kept at a parity with metal by an actual 
or supposed convertiblity into it, or by limita- 
tion of quantity, or in whatever way, a com- 
mon impression about it is, that the value of 
each unit is determined by the value of the 
bullion in each of such units as are manufac- 
tured of metal, and with which class of units 
the other class of paper units is maintained at 
a parity of value. On that view of things the 
value of each unit of such a currency, and 
which is the only form of a metallic -valuation 
currency existing in any commercial country, is 
determined by the weight and fineness of the 
coin portion of the units. If that view is the 
correct one, it would be true that coinage, 
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which is undoubtedly a certificate of weight 
and fineness, would be, not directly, but indi- 
rectly, a certificate of value. While not in terms 
certifying value, it would certify things which 
control value, and from which value could be 
deduced by a short and easy calculation. 

This was the view taken by Judge Chase in 
the case of Bronson v. Rhodes just quoted from. 
After showing that under the mint laws of this 
country, coinage is a certificate of weight and 
fineness, he passes from the region of law to 
the region of economical speculation, and de- 
clares " that value is inherent in the precious 
metals ; that gold and silver are in themselves 
values ; and that those values are determined by 
weight and purity." He concludes, and was justi- 
fied in concluding, if the value of metallic 
money is really " determined by weight and purity" 
that the "form and impress" given by the mint 
in coining, are in effect "certificates of value." 

A living British writer ( McLeod's Principles of 

Economical Philosophy, Chapter 4 ) expresses the 

same idea in the following observations upon 

coined money : 

By its constant wear and tear, as it passes from hand to 
hand, it suffers considerably by abrasion, not to mention any 
bad practices that may be resorted to to lessen its weight, 
and as we have seen that the quantity or weight of the metal 
represents the amount of service the owner can command, so does 
the amount of service it represents gradually and corresponding- 
ly diminish^ 
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It would be doing an injustice to Chase and 
McLeod to impute to them the gross error of 
maintaining that the value of coined money is 
as fixed and unchangeable as its weight and 
fineness, although a literal construction of their 
language would justify such an imputation. It 
is doubtless more correct to treat them as intend- 
ing to say that the value of a coin at any given 
time is always the same as the value at such time 
of the metal contained in it, and that it is the 
value of the bullion at every given time which 
controls and determines the value of the coin at 
the same time. 

That there is at all times, when a metal enjoys 
the right of being coined without limit on the 
demand of the holder, an equality of value be- 
tween a coin and the bullion contained in it, 
results necessarily from the nature of the case, 
and as a fact of observation admits of no con- 
troversy. But whether this equality arises because 
the value of the bullion controls that of the 
money, or because the value of the money con- 
trols that of the bullion, or in other words, 
which of the two values determines the magni- 
tude of the other, is not a matter of fact to 
be settled by observation, but is a question to 
be solved only by a careful discussion of all 
the conditions of a subtle and difficult problem. 

A vast majority of the men who have lived 
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within historical times, have verily supposed that 
they witnessed every day with their own eyes 
the rising and- setting of the sun. In fact, how- 
ever, all that they saw was a daily change of 
relative position as between themselves and the 
sun. Whether that change is attributable to the 
revolution of the sun around the earth, or to 
the revolution of the earth on its own axis, is 
not a question determinable by the eye or by 
any of the bodily senses of man, but only by 
his reasoning faculties. In like manner vast 
numbers of persons, like Chase and McLeod, 
suppose that they know from observation that 
the value of a coin results from and is meas- 
ured by the value of the bullion contained in 
it, whereas all that they actually know by ob- 
servation is the fact that the two values are 
equal. Which of the two values controls the 
magnitude of the other, is another question, and 
an altogether different question. 

The old explanation of the ( so-called ) rising 
and setting of the sun, that that luminary re- 
volves daily around the earth, is not in itself 
an impossible and absuM one. Neither is there 
any intrinsic impossibility and absurdity in the 
current, common explanation of the equality 
between the value of coin and the value of its 
contained bullion, that it is the bullion which 
gives value to the coin and determines the extent 
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of that value. But I am persuaded, and shall 
endeavor to show, that this view in respect to 
money is really as destitute of any good basis 
and is as completely disproved by known facts 
and by sound reasoning, as was the geocentric 
theory of the solar system. 



CHAPTER VII. 

The value of bullion does not determine, 
BUT IS determined by, the value of coins, 

WHICH last value is determined BY THE 

total quantity of both coin and paper 

MONEY. 

Upon a first and general view of the case, gold 
and silver are indebted for certainly a very 
large part, and possibly for the larger part, of 
their exchangeable value as bullion, to the 
right which they enjoy, both of them in some 
countries, and either the one or the other of 
them in nearly all countries, of being converted 
into money at the will of their owners. It may 
be true, to quote again the language of Judge 
Chase, that " gold and silver are in themselves 
values" but it is not true, as he seemed to 
suppose, that their value in the coined form, is 
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" determi7ied by weight and purity " merely. Man- 
kind have had decisive experiences, and some 
of them very recently, of the effect produced 
upon the relative values of the two metals by 
extensive demonetizations of one of them, and 
of the effect produced upon the aggregate value 
of both metals ( i ) by the suspension and re- 
sumption of specie payments in important coun- 
tries, and ( 2 ) by the greater or less use of 
( so-called ) convertible paper money 

If we could suppose that a law was imposed 
upon all nations by some power which they 
could not resist, whereby they should be com- 
pelled to use gold and silver coins as an ex- 
clusive money, at a fixed relative mint valuation 
of equal weights of the two metals, and with 
free coinage of both metals, we should have 
supposed a condition of things in which the 
stock of metals available for coinage would ab- 
solutely fix the quantity of money, and theiefore 
absolutely fix the value of money, under any 
given degree of demand for it. But even in 
this supposed case, inasmuch as the demand for 
money is determined by the population and ex- 
changes of the world, which are constantly 
changing, the value of money, as fix.ed at one 
time by the stock of the precious metals avail- 
able for coinage, would not be its value with 
the same metallic stock at another time. 
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The supposed case has, however, never exist- 
ed, and it is impossible that it should exist. 
There is no power external to the world, or 
which can be established within it, able to im- 
pose uniform monetary laws upon mankind. In 
the commercial part of the world which mainly 
concerns us, we nowhere find an exclusively 
metallic currency. Where the money is on 
what is called a metallic basis, the volume of 
it is always enlarged, in differing degrees in 
different countries, and in degrees varying at 
different times in the same country, by the issue 
of ( so-called ) convertible paper. Furthermore, 
it never happens that all commercial nations 
are at any one time on a metallic basis. ■ Some 
of them always, and frequently many of them 
simultaneously^ make use of paper money so 
depreciated below the metals as to expel coins 
from the actual circulation. Some of the coins 
so expelled from the actual circulation are 
hoarded or kept in reserves at home, but an- 
other part of them is exported and added to 
the metallic stock of other countries. 

There is still another case, which occasionally 
exists, and that is the case of a country not 
on the metallic basis, in the sense of having 
its paper money convertible into coin, but still 
keeping its paper, by limitation of quantity, so 
near a parity with coin, that the paper does 
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not wholly expel the metals from the actual 
circulation. That has been the case for two or 
three years past in Austria, by reason of the 
substantial parity between its silver florins and 
its inconvertible paper florins, silver being the 
exclusive metallic standard of that country. 
That case existed in France during nearly the 
whole period of the suspension of coin pay- 
ments by the Bank of France, during and after 
the late Franco-Prussian war, when the premium 
on coin over paper was so trifling as not to be 
noticed in ordinary market transactions. A par- 
ity between coin and paper might be perma- 
nently maintained in any country by the method 
of limiting the quantity of the paper, and it is 
a method much more reliable than the expedient 
of coin redemption, which is as essentially and 
hopelessly treacherous as it is costly and clumsy. 

When the standard of a country is metallic, 
the currency is enlarged by the use of convert- 
ible paper, to the extent of the excess of such 
paper above the metal held in reserve for its 
redemption. 

Under a device of very modern invention, not 
more than eight years old, we have in some 
countries full - tender coins of both metals, but 
with the right of free coinage accorded only to 
gold, while silver coins are kept, by a limitation 
of quantity, at a parity with gold coins. That 
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system prevails to-day in Holland, Belgium, 
Switzerland, France and Italy, and as respects 
the four last - named countries, it is established 
for several years by a treaty between them. In 
countries under this regime, the standard of the 
money is gold, but the currency is enlarged, not 
merely by their paper issues, but by the silver 
in use, the amount of which, although limited, 
is still very large and important. If the silver 
five - franc pieces, now in use in France, could 
be stricken out of existence at a blow, the 
French currency would not be any more on a 
gold standard than it is now, but it would be 
enormously reduced in volume, and the gold 
franc would therefore be enormously enhanced 
in value or purchasing power. The existing 
silver five-franc pieces, invested as they are with 
all the functions of gold franc pieces, including 
that of unlimited legal tender, increase the 
French currency and lower the value of the 
French monetary unit, precisely as if they were 
so many additional gold five - franc pieces. 

Sir Robert Peel, in 1844, answering his own 
famous question ( " What is a pound sterling ? " ), 
said that although England might at its pleasure 
have fixed upon silver, or some other metal, as 
the material of it, and whatever quantity it 
pleased of any metal, yet that it had by the 
legislation of 1816 and 1819 fixed upon gold 
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and a certain defined weight of gold as the 
pound. He was entirely mistaken in saying 
that. All that England did in 1816 by the act 
establishing gold mono -rtjetallism, and by the 
act of 1819 prescribing a resumption of coin 
payments, was to fix the quantity of gold in a 
metallic pound. But it had in 1816 and 1819, 
and long before, other pounds made of paper, 
and it has, even under the legislation of 1816, 
silver coins in which debts of not exceeding 
two pounds may be paid, and which coins do 
in fact constitute the sole money used by vast 
masses of the British population. As to paper 
pounds, Sir Robert Peel did by his own act of 
1844, continue in perpetuity the policy of issu- 
ing them, although under a new plan of exactly 
defining the quantity (about $150,000,000) which 
might be issued without any gold being kept in 
reserve for their redemption. 

An acute English writer, J. Barr Robertson 
( Westminster Review^ January No., 1881, article 
Bi-7tietallism and Finances of India ), says : 

The standard in England, using gold as sole unlimited legal 
tender, silver as limited legal tender, and notes like those of 
the Bank of England, as unlimited legal tender except at the 
Bank itself, and notes like those of the Scottish, Irish and 
English provincial banks, is the total amount of the effective 
circulation of money, whether gold, silver or notes. 
If the present amount of gold and its representatives in actual 
circulation in the United Kingdom are ;^ 150,000,000, the sov- 
ereign would still be of the same weight and fineness, if that 
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amount were reduced £ 75,000,000. In the latter case, the 
standard of value would be one -half of its former quantity, 
all prices would be a half less than in the former case, and 
the sovereign would have double its former purchasing power. 
However self-evident this tact may be, it is continually ig- 
nored in England, where the current belief infecting even the 
minds of our leading statesmen is that a sovereign is a coin 
of fixed value. 

In a pamphlet entitled The Monetary Confer- 
ence of 1 88 1, recently printed by an American 
writer, Hon. A. J. Warner, who is as distin- 
guished by his masculine vigor and grasp of 
mind as by the amplitude of his knowledge of 
financial events and discussions, the following 
accurate account is given of what constitutes 
th€ monetary scale of valuation : 

It should be understood, when we speak of the gold stand- 
ard or the silver standard, that there is in fact no su.ch thing 
as a purely gold valuation in any country, or a purely silver 
valuation. The real standard or scale of valuation in any 
country is its effective money volume. Thus, while in Eng- 
land the standard of their money is gold, the gold itself has 
a reduced value because of the use of paper as money ; and 
the real valuation is her whole effective volume, consisting of 
gold, convertible bank notes and subsidiary silver. The true 
valuation in the United States is the effective volume of gold, 
silver, bank notes, and greenbacks. 

When M. Cernuschi was in this country and 
gave his financial views (Feb. 5, 1877) to the 
United States Monetary Commission, he said 
that " metallic money is issued by nature," and 
that " there is the warrantee of the value of the 
metallic money, that nobody has the control of the 
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quantity." Waiving for the present the observa- 
tion that what nature issues is not metallic 
money, but is gold and silver, which are made 
money or not, as governments may please to 
decide, it is quite plain that even if nature did 
solely issue metallic money and solely fix its 
quantity, there would be no resulting guarantee 
of its value against the interference of govern- 
ments, unless they were also restrained from sup- 
plementing and diluting metallic money by paper 
money. In order to establish that control of 
nature over the value of money which M. Cer- 
nuschi imagines is safer than that of govern- 
ments, nature must not only have the exclusive 
power to make metallic money, but also the 
power to make metallic money the exclusive 
money of the world. 

M. Cernuschi saw clearly enough in 1877, and 
now sees, that a considerable part of the value 
of the precious metals is not derived from their 
essential qualities, but from their selection by 
law as the material of money. 

To the United States Monetary Commission 
(1877 ) he said : 

Certainly every one understands that, as respects paper 
money, the value is created by law ; but it is, perhaps, not 
easy for every one to admit that, with regard to metallic 
money also, the value is created by law. It is, however, 
the fact. 

Of the series of propositions which he sub- 
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mitted in April, 1881, to the International Mon- 
etary Conference in Paris, the one numbered 
fifteen in the series was the following : 

The value which gold and silver could possibly have as 
merchandise, if they had not been selected by law as the 
material of money, is not an element constituting their value 
as money {n'est fas un element constitutif de la valeur de la 
monnaie. ) 

But M. Cernuschi makes the two capital mis- 
takes, first, of supposing that the power of gov- 
ernments over the selection of a metal as money 
is exhausted when they have once made a selec- 
tion, and, second, of overlooking the fact that 
after having elected a metallic money they can 
change its value by adding a paper money, or 
can elect not to have a metallic money at all. 
To the United States Monetary Commission 
( 1877 ) he said : 

The legislator of England has had the right of making 
gold only money ; the legislator of India has had the right 
of making silver only money ; the legislator of France has had 
the right of making bi - metallic money ; but when the choice 
is made the government remains with folded hands and has 
nothing to do with the quantity of money. 

The truth manifestly is, that a government 
which has selected gold to-day is not under any 
compulsion to " remain with folded hands," but 
may select silver to-morrow, return to gold the 
day after that, and finally on the day still next 
succeeding, establish bi - metallism. Some of the 



MONEY — COINS FIX VALUE OF BULLION. 113 

governments of Europe have in recent times 
changed their policies in this respect with re- 
marlcable rapidity and frequency. The hands 
of a government may be folded, but the power 
to unfold them is never for an instant lost. 
And whatever they may do about the metals, 
they can still affect the value of money at 
pleasure by greater or less issues of paper, or 
they may be compelled, in spite of themselves, 
by war or other exigency, to make a complete 
substitution of paper for the metals. 

As a matter of fact, metallic money is not 
in circulation at all in many commercial coun- 
tries, being expelled by paper depreciated below 
the metals, and there is not a single example 
of a commercial country on what is called the 
metallic basis, in which the number of the units 
of money is not increased and their value there- 
by reduced by paper issues. On the Continent 
of Europe the present tendency in all the specie- 
paying countries is towards a still further ex- 
pansion of paper as an offset to the shrinking 
of the volume of gold. France has resumed, 
and on a great scale, the issue of fifty -franc 
( f lo ) notes, and in respect to loo - franc ( $ 20 ) 
notes, the issue of which was much restricted 
until within a year and a half, the quantity 
in use is now largely multiplied. The pressure 
for the circulation in England of ^ i notes, 
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which have alvsrays circulated in Ireland and 
Scotland, is becoming distinctly stronger and 
more aggressive every day. However long and 
thoroughly Englishmen may have been educated 
in the idea that a coined pound sterling, in the 
form of a gold sovereign, is a fixed and un- 
varying standard of value, many of them are 
evidently acquiring a dim and vague compre- 
hension of the possibility that pounds sterling 
of both kinds, coin and paper, would be more 
abundant and obtainable at a less sacrifice in 
exchange for commodities and services, and that 
the intensity of the demand for gold would be 
somewhat slackened, if the Bank of England 
would issue paper sovereigns at the same time 
that the British mint is issuing gold ones. 

In this country the contrary effort is being 
made to bring more gold and silver into cir- 
culation by suppressing all government and 
bank notes under the denomination of f 20. 
The existing use of small notes conforms to 
the long - established habits of the people, and is 
the most convenient and acceptable to them. 
No change of laws, in an unpopular and odious 
direction, is ever proposed without some well- 
defined and strongly - desired object ; and it is 
not difficult to discover in this case that the 
purpose is to contract the volume and enhance 
the value of money. The conspicuous advocates 
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of the new scheme are either persons who habit- 
ually maintain that money grows better pre- 
cisely in the proportion that it grows scarcer 
and dearer, or persons who are bullionists merely 
because they are mine owners. 

The efforts in the specie - paying countries in 
Europe to increase the use of paper, and in 
this country to increase the use of the metals, 
although directed to the accomplishment of differ- 
ent objects, are both based upon the same view 
and upon the sound view, that where money 
is on what is called a metallic basis, the value 
of it is not controlled by the bullion value of the 
metals, but by the total quantity of the money. 

In his letter of March 3, 1879, to the Bullion 
Club of New York, Mr. Gladstone, now the 
British Prime Minister, without assigning reasons 
therefor, declared his opinion to be that "gold is 
the best standard." That may or may not be so, 
but he cannot point out any country where such 
a standard of valuation exists. It certainly does 
not exist in the United Kingdom of Great 
Britain and Ireland. It is true that gold is 
there the standard with which all other money 
is obliged to be kept at a parity, but it is the 
total amount o.f money of all kinds in the Brit- 
ish islands, which constitutes the scale of valu- 
ation which determines the prices of British 
property and services. It is one thing for a par- 
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ticular metal to be the standard of the money 
of a country in the sense that all other descrip- 
tions of money in such country are at a parity 
with it, and quite another thing for the same 
metal to constitute the whole money, so that 
the quantities of the metal and of the money 
are the same. Prices, other things being equal, 
depend upon the quantity of the entire money 
in use, and not upon the quantity of a part of 
the money. Great Britain has a gold valuation, 
but only in the same sense in which the United 
States have it at the present time, although the 
proportion of gold is much larger in the British 
than in the American currency. We have not 
only more paper relatively to the whole amount 
of money, but we have a certain quantity of 
full - tender silver, of which the British have 
none. But this silver is kept now, and at the 
present rate of coinage will continue to be kept 
for ten or fifteen years longer at a market 
parity with gold. In short, gold is to-day, and 
under present laws will long continue to be, as 
completely the standard of American money as 
it is of British money, and yet nobody would 
think of describing the monetary scale by which 
property and labor are priced in this country as 
being a gold scale, in presence of the masses 
of silver and paper which enter into our cur- 
rency and enlarge its volume. 
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Nobody would think of saying that the mone- 
tary scale which determines prices is a gold 
scale in Holland, where the proportion of gold 
to the entire monetary mass is even less than it 
is in the United States. Nevertheless, both the 
Dutch paper money and the Dutch silver money 
are kept at a parity with gold, although two- 
thirds of the metallic money consists of silver, 
at a mint valuation two per cent, higher rela- 
tively to gold than is given at the American 
mint. 

M. Cernuschi, at the International Monetary 
Conference of 1881, submitted a paper entitled 
"Questions to the Belgian Delegates^' which con- 
tains the following : 

Is it not true that the volume, the paying power, of thje 
sovereign of unlimited coinage is more or less great accord- 
ing as the number of sovereigns that might be coined with 
the whole mass of gold in existence is more or less great? 
And is it not consequently true that the sovereign has a 
mathematical value ? 

Considering that the number of shillings that might be 
coined with the mass of existing silver is stable, would the 
value of the shilling of unlimited coinage and unlimited forced 
circulation be less stable than that of the sovereign? 

Coins are counters whose value is purely legal, but guaran- 
teed by nature itself, which has never furnished and does 
not furnish but a limited number of them. 

If sovereigns, dollars, francs and marks could 
only be made of gold and silver, the possible 
number of them would undoubtedly be fixed by 
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the disposable quantity of the metals at any 
given time, but all those moneys can also be 
made, and actually are made, of paper ; and 
within wide limits paper sovereigns, dollars, francs 
and marks can be kept at a parity of market 
value with those manufactured from the metals. 
Nature " does not furnish but a limited number of 
them," but governments can, if they please, in- 
crease the number very greatly. 

The enlargement or contraction of the volume 
of money in all the countries on a metallic basis, 
by the suspension or resumption of coin pay- 
ments in other countries, is a fact of the same 
class, and depending upon the same principles, as 
the fact of the enlargement or contraction of the 
volume of money in any one country on a me- 
tallic basis by a greater or less use of paper in 
such country. We can easily see that if gold 
should be demonetized everywhere outside of 
Great Britain, the principal bulk of that metal 
would flow thither, and that the coined pounds 
sterling would be so multiplied that the value 
of both metallic and paper pounds sterling 
would experience a great fall. It is plain, also, 
that in proportion as other countries either 
newly adopt the use of gold money, or use 
more of it than formerly, there will be less 
within reach of Great Britain to be manufac- 
tured into sovereigns, so that the value of all 
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credits reimbursable only in pounds sterling will 
be enhanced. We can easily see that when any 
country, which has been using more or less 
coined money, suspends specie payments, the 
metal it has been using will wholly or largely 
flow out, and go to swell the amount, and thus 
reduce the value of the metals elsewhere, and 
that vice versa, the resumption of coin payments 
by a country which has been in a state of sus- 
pension, operates as a drain upon the metallic 
resources of other countries. It will be most 
convenient to reserve for a separate and distinct 
consideration some conspicuous historical exam- 
ples of the effect produced within the last hun- 
dred years upon the value of coined money in 
the world, and as a consequence upon the value 
of bullion in the world, by the alternating sus- 
pensions and resumptions of coin payments by 
single important countries, or by groups of 
countries. 

Thus far, I have only considered the influ- 
ence exerted upon the value of the coined 
money of a country by paper kept at a parity 
with it in the same country. But in fact, an 
influence is also exerted upon it by the issue 
of such paper in other countries. The propor- 
tionate distribution of money among the different 
nations of the world is the same, whether the 
money of all of them is exclusively metallic, or 
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whether a part or all of them are on what 
is called a metallic basis, or, in other words, 
are in the use of more or less paper kept 
at a parity with the metals. It is from the 
operation of this principle that, to quote again 
the words of Condy Raguet, " every emission of 
a paper cnrrency in any country drives out a portion 
of its coin," and "must augment the currency every- 
where, after time has been afforded for its distribu- 
tion ;" and it augments the currency of other 
countries whose money is exclusively metallic, 
in the same proportion in which it augments 
the currency of other countries, whose money 
is merely on a metallic basis. If England, Ger- 
many and France should increase their paper 
money, by issuing it of as low a denomination 
as is issued in this country, the proportion be- 
tween their aggregate money and the aggregate 
money of the rest of the world would undergo 
no change, if other things remained the same. 
The volume of money in all countries, including 
England, Germany and France, would be in- 
creased by a uniform percentage, and, therefore, 
by the same percentage in countries using an ex- 
clusively metallic money, as in other countries. 
What political writers call the "solidarity of na- 
tions " is not more complete in political aspects, 
than is the " solidarity " of all nations on the 
metallic standard in monetary aspects. A coun- 
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try, by using itself only the metals, cannot 
thereby escape perturbations in the volume and, 
therefore, in the value of its money, from the 
alternating suspensions and resumptions of specie 
payments, and the alternating expansions and 
contractions of paper money in other countries. 

In discussions upon the increase or diminution 
of bank notes in particular countries, it is fre- 
quently pointed out that the fluctuations in prices 
and variations in the temper of trade in such 
countries, are observed at the same time and in 
an approximately equal degree in other countries, 
where there has been no increase or decrease of 
bank notes, and even vv^here the currency is ex- 
clusively metallic. 

The case of Hamburg has been a standing 
puzzle to British writers upon currency. Prior 
to the present organization of the German 
Empire, the money of that great commer- 
cial city was exclusively metallic, the paper 
of its bank being the representative of an 
equal amount of the metals, but it did not 
thereby escape a full participation in the ups 
and downs of prices and trade experienced 
in countries on the metallic standard but 
using also bank notes. Many authorities, indeed, 
affirm that the crisis in Hamburg in 1857 was 
worse than it was anywhere else. In reference 
to that particular crisis, McLaren says : 
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The commercial distress in Hamburg has been greater than 
in any other place ; greater even than in America. 

Fenn {Funds) gives the following account of 
what happened : 

Confidence was entirely destroyed, and it was thought im- 
perative that the State should interfere. . . , Altogether, 
about 220 Hamburg and Altona houses suspended payments 
in the months of November and December, 1857. 

But such cases, instead of proving that changes 
in the volume of currency produce no effect in 
the country where they occur, only illustrate 
the quite different truth, that they produce an 
effect everywhere. 

In commercial countries having mixed currencies 
of paper and metal, the value of their coined 
money is affected by the paper which they 
themselves use, and also by the paper which 
other countries use. In countries having only 
metal money, its value is fixed, irrespectively 
of its bullion material, by the general value of 
money throughout the world as affected by the 
use of paper in other countries. 

It may be said that the use of gold and sil- 
ver as the material of coin is as much one of 
their established uses as their employment for 
gilding, ornaments, and plate, and that their 
bullion value is fixed by the proportion between 
the demands of all kinds for them and their 
total supply. Without doubt that is true, but 
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the distinction may be fairly and usefully made, 
that their lowest possible value is fixed by the 
demand for them as commodities, which pre- 
ceded and may -survive the use of them in coin- 
ages, while their highest actual value is fixed by 
that of the coined money, into which they now 
have and so long have had the potentiality of 
conversion. 

The glitter and splendor of gold and silver 
may please the eye and tickle the fancy of chil- 
dren and barbarians, but that they can awaken 
in the breasts of civilized men any vehemence 
of desire to possess them, is impossible and in- 
conceivable. What civilized men desire is not 
gold and silver, but money, and gold and sil- 
ver chiefly only on account of their convertibility 
into money, and the intensity of their desire for 
these metals is gauged exactly by the intensity 
of their desire for money. 

It is not one of the merits, if it would be a 
merit, of a paper money on a metallic basis, 
that it is fixed by the '^weight and furity" of 
the bullion material of coins. There is no such 
fixation as that.' In respect to a paper money, 
which is kept at a parity with the metals by 
convertibility into them, or by controlling its 
quantity, what can be claimed is, that the limits 
of its possible expansion and contraction, instead 
of being indefinitely great, are kept within cer- 
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tain restrictions, since otherwise its parity with 
the metals could not be maintained. 



CHAPTER VIII. 

Specie Suspensions and Resumptions in one 
country act directly upon other countries. 
Extraordinary effects of the French Sus- 
pension of 1870.* 

I HAVE endeavored to show that the value of me- 
tallic money, and of paper money which is kept at 
a parity with the metals, is not controlled by the 
value of bullion, but that the exactly contrary 
proposition is true, that the maximum value of 
bullion fluctuates with and is regulated by the 
value of the money into which it may possess 
a legal potentiality of conversion. This proposi- 
tion rests upon the impregnable doctrine that 
the value of the units of money depends, other 
things being equal, upon their number or quan- 
tity, and upon the fact that this number, or 
quantity, is not, in any commercial country on 
what is called a metallic basis, the number of 

* So much of this chapter as relates to the French suspen- 
sion of 1870, was first published in the New York Banker's 
Magazine for October, 1879. 
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merely the metallic units of money, but is the 
total number of the units of money of all kinds, 
which is enlarged in all commercial countries by 
varying additions of paper. 

I propose now to invite the attention of the 
reader to the alternating enlargement and diminu- 
tion of the volume of money in countries on a 
metallic basis, which results from the changing 
policies or practices of other countries, in re- 
spect to suspending and resuming specie pav- 
ments. 

It needs no argument to show that a country 
suspending specie payments does thereby increase 
the quantity of the metals in the rest of the 
world, or that a country which has been in a 
state of suspension cannot resume specie pay- 
ments without diminishing the metallic supplies 
of other nations. All this is very plain as a 
matter of reasoning, but it will be useful on 
many accounts to consider some cases of the 
kind which have actually occurred during the 
present century, and especially the extraordinary 
effects which were produced by the suspension 
of specie payments in 1870 by France, the chief 
metal -using country in the commercial world. 

According to Jevons, British prices, stated in 
piounds sterling, which, of course, were not me- 
tallic pounds, when the Bank of England was 
in a state of suspension from 1797 to 1821, 
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were substantially stationary from 1782 to 1795. 
Jevons makes all his comparisons with the prices 
of 1782, which he calls 100, and he shows that 
they began to enlarge after 1795 until they 
reached their maximum of 157 in 1809. This 
rise is not accounted for in any appreciable 
degree by the depreciation of Bank of England 
notes below coin, which did not become impor- 
tant until after 1809. Nor was there between 
1795 and 1809 any increase of the production of 
the metals relatively to the commerce and pop- 
ulation of the world, which can account for 
the great rise of prices during those two dates. 
No general cause for the rise can be suggested, 
except the suspension of specie payments by the 
Bank of England in 1797, and generally on the 
Continent of Europe, outside of France, during 
the Napoleonic wars. The belief that this was 
the main cause, is further confirmed by the fact 
that prices fell greatly during the preparation 
for resuming coin payments after the pacifica- 
tion of Europe in 1815. British prices were 
never so high as 100 in any one year be- 
tween 1820 and the dates of the California and 
Australian gold discoveries, except in the single 
year 1825, when they reached the figure of 103, 
under an enlargement of the British bank - note 
currency, commonly ascribed to a law passed in 
1822, extending the right of the British banks 
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to issue £^\ notes. In 1849 British prices had 
fallen to 64, and must have been equally low 
in other commercial countries on the metallic 
basis, as prices in all such countries tend to 
rise and fall simultaneously. 

But while there was no apparent cause for 
the rise of British prices between 1795 and 1809, 
except the general suspension of coin payments 
throughout Europe, it is not equally true that 
the subsequent fall of British prices to 64 in 1849 
can be attributed solely to the resumption of 
coin payments after the downfall of Napoleon. 
There was certainly one co - operating cause, in 
the diminution of metallic supplies from the 
New World, which resulted from the revolution- 
ary troubles in Spanish America commencing in 
1810. In the acrimonious discussions which im- 
mediately preceded and followed the British re- 
sumption of coin payments in 182 1, the effect 
of this falling off in the metallic supplies at- 
tracted very little attention, and, indeed, the full 
extent of the fact was not commonly understood 
until about ten years later on. 

But whatever other cumulative and intensify- 
ing causes may have been in operation, it is 
not doubtful that the great fall in the value of 
metallic money in the first decade of this cen- 
tury was largely due to the diminished demand 
for it which resulted from the general suspen- 
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sion of specie payments in Europe, and th'at 
the great rise in the value of metallic money 
during the thirty years preceding the California 
and Australian gold discoveries, was largely due 
to the general resumption and maintenance of 
specie payments. 

In the currency debates in the British Parlia- 
ment, in 1811, those who denied that the then 
existing high prices were the result of the sus- 
pension of the Bank of England and of its 
large note issues, made it one of their capital 
points that prices had risen quite as much in 
France as in Great Britain. They quoted in 
proof of that fact the statements made in a 
report (1805) of the Agricultural Society of 
Paris, that in most of the Departments wages 
had increased one -third since 1789, and in a few 
had doubled ; that all instruments of cultiva- 
tion were raised in proportion, building mate- 
rials from a fourth to a third, beasts of labor 
about one - half, &c., &c. This point does not 
appear to have been answered either at the 
time or subsequently. McLaren, in his History 
of the Currency ( 1857 ), referring to the rise of 
British prices during the Bank suspension, ob- 
serves : " That prices rose equally on the Continent, 
where there was no suspicion of any increase 
of the currency, is very difficult of explanation." 

But whether the English had any " suspicion " 



MONEY — SUSPENSIONS AND RESUMPTIONS. 129 

of it or not, it is clearly true, that when they 
abandoned the use of the metals during the 
Bank suspension, from 1797 to 1821, the gold 
and silver expelled from the British circulation 
remained, nevertheless, in existence, and so far 
as Continental Europe was concerned, they re- 
appeared principally in France. The French cur- 
rency was almost exclusively metallic, partly in 
consequence of the repugnance of that country 
to paper, arising from the recent experience of 
the assignats, and partly in consequence of the 
personal opinions on that subject of the first 
Napoleon. 

Since 1850, omitting minor, temporary, and 
local fluctuations, we have had the following 
distinctly - marked movements in the prices of 
commodities and services in the commercial 
world, as measured and stated in moneys on 
the metallic basis : 

First, an upward movement, commencing soon 
after the California and Australian gold dis- 
coveries and continuing till about 1864-5. 

Second, a distinctly marked tendenc}'^ to a 
downward movement from 1864-5 until 1872-3. 

Third, a swell of prices in 1872-3, very sud- 
den and marked in Europe, although less felt 
in the United States. 

Fourth, a fall after 1872-3 to an equally low 
level on both sides of the Atlantic, the mini- 
9 
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mum having been reached in 1878-9, when the 
range of prices was about as low as during the 
five years from 1845 to 1850, the extreme point 
of depression of the century. 

Fifth, a considerable recovery of prices dur- 
ing the last half of 1879 and during the first 
half of 1880, but the greater part of which re- 
covery proved to be merely temporary, and has 
already been lost. 

It is not proposed to examine all the causes 
of these various movements of prices during 
the past thirty years, but to invite the attention 
of the reader to the single point of the effect 
produced upon prices by the suspensions and 
resumptions of specie payments in several coun- 
tries during the period referred to. 

It is agreed on all hands that the rise of 
prices, commencing soon after 1850 and reaching 
its maximum in 1864-5, originated in the extra- 
ordinary gold production in California and 
Australia. But, although the fact has been fre- 
quently overlooked, it would seem to be certain 
that this rise of prices owed some part of its 
height, and probably a still greater part of 
its duration, to the suspension of specie pay- 
ments in Russia in 1857, and to the suspension 
of such payments in the United States in De- 
cember, 1861. Since 1856 the aggregate produc- 
tion of gold and silver has been stationary, or 
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a little declining, the increased yield of silver 
being hardly equal to the falling off in the 
yield of gold. Considering that the exchanges 
and population of the world have been expand- 
ing in a marked degree since 1856, it would 
seem that the rise of prices which began soon 
after 1850, would have reached its culmination 
before 1864-5, if *^he suspensions in Russia and 
in this country had not occurred. 

It would also seem that the tendency to a 
decline of metallic prices which manifested itself 
about 1865, would have operated more decis- 
ively than it did, notwithstanding the temporary 
credit expedients made use of to stave it off, if 
it had not been checked by the suspensions of 
specie payments in Italy in 1866 and in Aus- 
tria in 1868. They are both of them not only 
populous countries, but in a very respectable 
degree rich and commercial countries, and their 
suspensions furnished a large supply of the 
precious metals to the rest of the world. 

It is when we come to the swell of prices in 
1872-3, that we find the greatest diversities of 
opinion as to the cause. Or it would, perhaps, 
more accurately describe the case to say that 
financial writers having apparently agreed to 
overlook the real cause, have been floundering 
ever since in a bottomless morass of idle theo- 
ries, and that the depths to which they have 
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sunk in it have been in general proportioned to 
the vigor with which they have floundered. 

It will be most convenient, first of all, to get 
as nearly as practicable the measure of the fact 
with which we have to deal, of the rise in 
prices in 1872-3. For that purpose I will here 
reproduce the most reliable figures within reach, 
of prices during a series of years in France and 
Great Britain, which are, next to the United 
States, the two most important commercial na- 
tions in the world. The British prices given 
are in a money kept at a parity with gold, and 
the French prices in a money rarely depreciated 
below it, and never to any degree needing to 
be taken into account. 

M. de Foville, a statistical writer, published in 
1879, in L' Economiste Francais, a table of the 
prices of French imports and exports for the 
year 1827, and for the thirty-one years from 
1847 to 1877, both inclusive. The prices quoted 
are the final and definitive figures of commis- 
sions appointed by the Government, consisting 
of representatives of all branches of trade, and 
give as accurate an account of the actual con- 
dition of the French markets from time to 
time as could possibly be obtained. Such a 
commission to report prices was appointed in 
1827, but for none of the intermediate years be- 
tween 1827 and 1847. 
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It is, of course, of no consequence which of 
the years is taken to compare all the others 
with. For reasons not necessary to be stated 
here, M. de Foville has taken 1862, the average 
prices of which he calls par, or 100, and he 
notes the rises or falls above that in other 



years. 


His ta 


Die IS as I 


ollows : 








Year. 


Imports. 


Exports. 


Year, Imports, Exports. 


1827 . . 


81 . 


. 96 ... 


1862 . 


100 


. 100 


1847 . . 


80 . 


. 78 ... 


1863 . 


102.5 . 


. 100.8 


1848 . . 


69 . 


. 80 


1864 


. 104 


5 • 


. IOI.3 


1849 . . 


76 . 


. 87.5 ... 


1865 . 


• 99 


2 . 


• 97-8 


1850 . . 


82 . 


. 91 


1866 . 


■ 93 


5 ■ 


• 91-5 


I85I . . 


80 . 


. 90 


1867 . 


. 89 


7 ■ 


. 87 


1852 .. 


81 . 


. 98 ... 


1S68 . 


. 87 


2 . 


. 83.5 


1853 .. 


88 . 


. 109 


1869 


. 86 


6 . 


. 82.9 


1854 .. 


91 . 


.108 


1870 


. 89 


3 ■ 


. 81.2 


IS55 .. 


95 . 


. 104 


1871 


• 93 


9 . 


. 81.4 


1856 . . 


106.5 • 


. III. 5 ... 


1872 


■ 97 


3 • 


. 83.3 


1857 .. 


105 


no 


1873 . 


. 96 


I . 


. 80.3 


1858 .. 


92 . 


. 102 


1874 . 


. 89 


9 • 


. 76.6 


1859 .. 


95 ■ 


. 109 


1875 . 


. 86 


7 . 


. 73.8 


i860 .. 


98 . 


.105 


1876 . 


. 87 


5 • 


. 75.9 


I86I .. 


99 • 


. 99 


1877 . 


. 85 


2 . 


• 72.9 


Upon 


this 


table M. 


de Fovi 


lie ( 
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erves : 



" The definitive figures of our foreign commerce 
for 1878 are not yet published, but it is known 
that they will exhibit a depression still more 
intense." 

The extraordinary fall in the prices of French 
imports in 1848 was caused by the revolution of 
that year, which completely paralyzed the French 
markets. 
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The rise in prices in 1872-3 is shown princi- 
pally in the imports. 

As will be seen, the fluctuations in the prices 
of imports differ widely from the fluctuations in 
the prices of exports. Taking the entire fifty 
years in one general view, there has been a 
rise in the prices of imports represented by the 
difference between the figures 81 and 85.5, and 
a fall in the prices of exports represented by 
the difference between the figures 96 and 72.9. 

It is not to be assumed that in each of these 
fifty years there has been in the imports and 
exports, respectively, exactly the same propor- 
tion between raw materials and manufactured 
products, but the general character of French 
commerce has not much varied within that 
period. Its exports have consisted most largely 
of manufactured products, and its imports of 
raw materials. We shall make no important 
error in assuming that the proportions of the 
two were about the same during the half cen- 
tury as they were during the first five months 
of the last eight years, as shown in the ex- 
hibit on next page. 

Looking to the exports for the fifty years 
from 1827 to 1877, it may fairly be assumed 
that that portion of them which consisted of 
natural products rose in price as much as the 
natural products which were imported, that is 
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to say, from 8i to 85.5. But the much greater 
fall in the prices of exported manufactured ar- 
ticles produced a fall in the prices of the 
aggregate mass of exports from 96 to 72.9. 





IMPORTS 


( in francs ). 






Natural Products^ 






First five 


being raw materials 


Food and all articles 




months of 


used in manufactures 


of alimentation. 


Other articles. 


-L'iTZ 


887,924,000 


335,287,000 


70,870,000 


1873 


787,422,000 


273,378,000 


73,206,000 


1874 


832,364,000 


. 348,949,000 . 


61,265,000 


1875 


815,222,000 


267,238,000 


78,175,000 


1876 


. . 923,430,000 


321,748,000 


. 68,588,000 


1877 


839,014,000 


365.949,000 


95,946,000 


1878 


920,768,000 


428,531,000 


• 83,333,000 


1879 


892,932,000 


671,493,000 


86,874,000 




EXPORTS 


( in francs ). 

Natural Products^ 
either articles of fooa 
or raw materials for 






Manufactures. 


manufactures. 


Other articles. 


1872 


834,320,000 


585,762,000 


69,970,000 


1873 • . 


900,912,000 


641,237,000 


93,207,000 


1874 . . 


809,368,000 


514,001,000 


79,577,000 


1875 .. 


860,107,000 


611,387,000 


86,581,000 


1876 . . 


792,690,000 


623,357,000 


71,533,000 


1877 •• 


714,240,000 


592,571,000 


70,423,000 


1878 .. 


672,292,000 


503,214,000 


63,619,000 


1879 . . 


688,281,000 
J.' • 


507,967,000 
iT jr_n 


65,063,000 



In the discussions upon the fall in metallic 
prices within the past few years, which has un- 
doubtedly been largely caused by the stationary 
production of gold and silver mines, in connec- 
tion with the policy of discarding the use of 
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one of the metals in important countries, it is 
said that the fall in prices in manufactured ar- 
ticles is due in part to the progress in inven- 
tions and machinery, which make their produc- 
tion more abundant and cheaper ; and it is 
urged that so much of the fall in general 
prices as arises from this cause ought not to 
be considered as evidence of any contraction in 
the volume of money. What is said on this 
point seems to be true. The real value of fixed' 
incomes which are based upon accumulations is 
increased by every new process which cheapens 
any commodity in general use, but it is not in- 
creased at the expense or loss of others, and it 
is a benefit in which the producers of other 
articles and persons who live upon wages par- 
ticipate equally, in proportion to their con- 
sumption of the cheapened commodity. That 
particular kind of a fall in prices is one of 
those advantages of an advancing and improv- 
ing civilization which is for the general good 
of the community, including those who now 
labor as well as those who possess whatever 
represents the" savings of labor performed at 
previous periods. Nor does this particular kind 
of a fall in prices indicate any disturbance in the 
proportion between the volume of money and 
the volume of other things, upon which the gen- 
eral range of prices in the long run depends. 
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As there is no appreciable proportion of 
manufactured articles in the- list of things im- 
ported into France, the prices of French im- 
ports are very little affected by any fall in the 
prices of manufactured articles resulting from 
more facile methods of producing them. The 
column of prices of imports, in the table of M. 
de Foville given above, may therefore be con- 
sulted without any need of making any allow- 
ance of that kind. This column shows a swell 
of prices in 1872-3, not indeed reaching the 
swell of prices in either 1856 or 1864, but still 
very marked. In the British tables of prices, this 
same swell of prices in 1872-3, is shown, al- 
though the points reached were, in Great Britain 
as well as in France, considerably short of those 
reached in 1864-5. 

The table of British prices most often re- 
ferred to in this country is that of the London 
Economist, based upon the average of twenty- 
two leading and representative articles. In a 
paper read in June, 1879, before the London 
Statistical Society, Mr. Bourne makes two criti- 
cisms, both of which seem to be just, upon the 
table given by the Economist. The first is, that 
it omits coal, which is too important an article 
to be left out, and the second is, that among 
the twenty -two articles selected by the Econo- 
mist, four are different forms of cotton manu- 
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factures, which gives an undue effect upon the 
average of prices to the enormous rise in the 
value of raw cotton, which took place during 
the American civil war. 

The following table ' shows the variations in 
the average prices of nearly all the years from 
185 1 to 1878. In the first column, the figures 
of the Economist are given, and in the second 
column the figures of the Economist corrected as 
above by Mr. Bourne. There are also given 
the prices for the month of December, 1878, as 
stated by the Economist, and also by the Econo- 
mist as corrected by Mr. Bourne, and which 
show a large falling off as compared with the 
average prices of the entire year 1878 : 



Economist, 

1851 104 

1852 — 
1853 

1854 
1855 
1856 
1857 
1853 

1859 
i860 
1861 
1862 
1863 
1864 
1865 



107 



136 
119 

115 
122 
124 
131 
158 
172 
162 



Economist 
corrected by 
Mr. Bourne, 

103 .. 



114 



140 
123 
118 
123 
124 
125 
144 
151 
138 



Economist. 

1866 162 

1867 137 

1868 122 

1869 121 

1870 122 

1871 118 

1872 I2g 

1873 134 

1874 131 

1875 126 

1876 123 

1877 123 

1878 116 

1878 (Dec.) loi 



Economist 
corrected by 
Mr. Bourne, 

141 
128 
122 
118 
119 
118 

133 
142 
136 
130 
123 
126 
118 
106 
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The standard of comparison is the average 
range of prices from 1845 to 1850, which were 
the lowest for the century, and which are 
called 100. 

Mr. Bourne adds, in respect to his figfures for 
the years 1872-3-4-5: "The exceptionally high 
prices to which coal, as well as iron and other 
articles in the manufacture of which coal is 
consumed, rose in 1872 and following years, un- 
duly raises the index numbers. But for this 
cause, those for 1872 to 1875 would probably 
have been 125, 132, 127, 124, rather than 133, 

142, 136, 130-" 

Comparing the average prices of the two 
years, 1872-3, with the average prices of the 
four preceding years, there is shown in French 
imports a rise from 89.2 to 96.7, and in British 
prices a rise (according to the London Econo- 
mist^ from 120.7 to 131.5, or (according to 
Bourne) a rise from 119.2 to 137.5, or a rise 
from 119. 2 to 128.5, if there be left out of the 
calculation "the exceptionally high prices" in 
1872-3 of "coal, together with iron and other 
articles in the manufacture of which coal is 
consumed." 

I have never seen any exact figures of the 
rise of prices in Germany in 1872-3, but it has 
always been reported as considerably higher 
than in either France or Great Britain. It may 



140 MONEY — FRENCH SUSPENSION OF 1880. 

well be supposed to have been so, inasmuch as 
it was upon Germany that the outflow of 
French gold and silver in 187 1 was earliest and 
most conspicuously directed. 

It is manifestly not possible to ascribe this 
swell of European prices in 1872-3 to any in- 
crease of the supply of the metals from the 
mines, which at the most was only stationary 
in absolute amount, and which was declining 
relatively to the augmenting population and ex- 
changes of the world. The causes of this swell 
of prices have been much debated by European 
writers, but they never seem to have hit by 
any chance upon the most obvious and con- 
spicuous cause, and undoubtedly the niost effi- 
cient cause, which was the sudden addition to 
the metallic money of Germany and of Europe 
generally, which resulted from the suspension of 
specie payments by the Bank of France during 
the Franco - German war of 1870- 1, and from 
the memorable indemnity exacted of France and 
actually paid by France within a very brief 
period after that war closed. These events made 
France, for the time being, a new mine of 
gold and silver for the rest of the world. The 
substitution of paper for the precious metals as 
the current money of one country, has the same 
effect in increasing the volume of the money of 
other countries still using the metals, as more 
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metallic discoveries, or the enlarged production 
of old mines. The effect upon prices in other 
countries is just as certainly stimulating, as that 
the resumption of specie payments in a sus- 
pended country, by making a new demand for 
the metals, produces a depression in metallic 
prices, not merely in the resuming country, but 
over the world. 

The indemnity paid by France between June, 
187 1, and September, 1873, in cash, and exclus- 
ive of the $65,000,000 allowed for the value of 
railways in Alsace - Lorraine was $ 998,000,000, 
to which is to be added the $40,000,000 paid as 
a ransom by the City of Paris. It is true that 
no sums so vast could have been or were paid 
in actual metal. Of the ransom of the City of 
Paris, only one -fourth was paid in specie trans- 
ferred bodily to Germany. The National in- 
demnity was paid, $ 102,500,000 in French gold 
and silver; $21,000,000 in German coin and 
bank notes ; $ 25,000,000 in notes of the Bank 
of France ; and $ 849,500,000 in bills of ex- 
change on England, Holland, Belgium, and Ger- 
many. The drawing of these bills must have 
caused more or less gold and silver to be sent 
to the countries drawn upon, or, at any rate, 
must have diminished the amount of gold and 
silver which France would otherwise have im- 
ported from them. It cannot be known exactly 
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by how much the specie stock . of France was 
diminished by these transactions, but we know 
that it must have been greatly diminished, both 
from the specific figures of the reduction of 
specie in the Bank of France, and from the 
concurring contemporaneous statements as to the 
manner in which the whole people, in every 
part of the country, came forward with their 
hoarded francs, and bought the National bonds 
which were issued to liberate their territory 
from the occupying enemy. 

At the end of January, 1870, the Bank of 
France held a metallic reserve of f 240,000,000, 
which was rather increased in July when the 
war broke out. The minimum which it subse- 
quently reached was $79,750,000, on the 23d of 
February, 1871, a few days before the signing of 
peace preliminaries. At the end of October, 1873, 
the reserve was somewhat recuperated, but even 
then only stood at $160,000,000, or $80,000,000 
less than before the war. During this period 
of a greatly diminished specie reserve, the out- 
standing notes of the bank were largely in- 
creased, thus taking the place in the circulation 
of the exported gold and silver : 

CIRCULATION OF BANK OF FRANCE. 

End of January, 1870 $240,000,000 

December, 1870 345,000,000 

October 31, 1873 614,000,000 
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The figure of the circulation October 31, 1873, 
was the maximum ever reached. 

That this increase of bank - note circulation 
was not an addition to the previous metallic 
circulation, but rather a substitution for the 
metallic money which was exported, is shown 
by many considerations. The increase of prices 
was less in France than it was in either Eng- 
land or Germany. The premium on coin re- 
mained within a small fraction of one per cent., 
except for a few days at the end of 1870, when 
it rose from a special cause, the highest figure 
reached being four per cent. The suggestion 
that there may have been hoarding of metallic 
money is negatived, by the perfect confidence 
which the French people manifested throughout 
in the finances of the government and of the 
Bank of France. The loans of the government 
were taken on a scale without parallel, and the 
notes of the bank were everywhere accepted in 
transactions as the equivalent of coin. 

That the swell of prices in 1871-2-3 in 
Europe had its principal origin in some special 
European condition (and no condition peculiar 
to that continent can be pointed out except the 
sudden metallic outflow from France) is further 
corroborated by the fact, that this swell of 
prices extended to the United States, only to 
the extent of a very slight increase of metal- 
lic prices in 1872, as compared with 1870. 
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The table of average prices ( in greenbacks ) of 
the N. Y. Public, in which i860 is taken as the 
standard and called 100, is the best and most 
generally accepted authority on that subject. The 
Public's figures are given below, from 1865 to 
1873, being the averages of each whole year. 
In a parallel column, the average gold value of 
the greenback for each whole year is given 
from Spofford's Almanac: 
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1871-2-3 show only the merest trace of the 
disturbance which is so marked in the tables of 
English and French prices, and which is well 
known to have been even more conspicuous in 
Germany, upon which the metallic flow from 
France operated most directly and with the 
greatest force. 

As it was the conspicuous cause of the swell 
of metallic prices in Europe in 1872-3, that so 
much metal flowed out of France into other 
European countries, being replaced in France 
itself by unprecedented issues of bank notes, we 



MONEY — FRENCH SUSPENSION OF 1880. 145 

can have no difficulty in concluding that the 
recoil of European prices after 1872-3 was 
largely due to the subsequent return of the 
French currency to its normal condition. The 
coin in the Bank of France, which was at the 
minimum of $79,750,000 in February, 1S71, and 
was only $160,000,000 in October, 1873, had 
reached the figure of $400,000,000 in 1876, and 
retained it until September, 1880, while the coin 
in circulation became so large as to give color 
to estimates in 1879 (undoubtedly exaggerated), 
that the total coin in France, in and out of 
the bank, was $ 1,000,000,000 in gold and half as 
much in silver. It is impossible to fix the 
exact measure of the outflow of specie from 
France prior to 1872-3, and of the return 
inflow after that date ; but there is in the his- 
tory of the metals no parallel to it, either in 
the magnitude of the movements, or in what is 
of even more consequence, in their suddenness. 

Following the return of France to coin pay- 
ments, and to some extent contemporaneous with 
it, was the return of this country, January i, 
1879, to what was very nearly a resumption in 
gold, the pressure of the last event having been 
alleviated in only a slight degree by the coin- 
age of silver. The two movements together, in 
France and in the United States, are abundantly 
sufficient to account for the extraordinary fall in 
10 
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prices and depression of production and trade, 
which afflicted the commercial world from 1872-3 
to the summer of 1879. In respect to the rally 
of prices which then took place and continued 
for about a year, it may be suggested : 

1. That prices always both fall and rise some- 
what beyond the permanent effect of the causes 
which produce the fall, or rise, and that in 
either case there is a reaction to the extent of 
this excess. 

2. That the continued coinage of silver in the 
United States, although proceeding at a very 
slow and closely - restricted rate, has nevertheless, 
to the extent of it, relieved the general monetary 
constriction of the commercial world, just as 
much as an equal increase in the production of 
gold would have relieved it. 

3. That there have been increased, issues of 
bank notes in several countries, and notably in 
France. 

The following shows the changes in the coin 
and circulating notes of the Bank of France in 
two years : 

Oct. 16, 1879. Oct. 14, 1880. Oct. 13, i8Sl. 

Coin $413,445,000 $370,765,000 $361,305,000 

Notes 434,685,000 466,135,000 536,435,000 

The excess of notes above the metallic re- 
serve, is the addition made to the currency by 
notes. This excess increased from $21,240000 
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in October, 1879, to $175,130,000 in October, 
1881. 

Upon a general review of the effect upon the 
world's volume of money kept at a metallic 
standard, of suspensions and resumptions in par- 
ticular countries, and of the increase and 
decrease of bank and other circulating notes in 
specie - paying countries, it will be apparent that 
this volume depends upon many circumstances 
besides that of the enlargement or diminution 
of that part of the stock of the precious metals 
which is available for coinage. There is no 
such thing as what Cernuschi calls " a mathe- 
matical value " in a gold coin, as for example a 
British sovereign, as being a certain fractional 
part of the gold " that might be coined " into sov- 
ereigns out of " the whole mass of gold in exist- 
ence." Without doubt, the question of the value 
of money is always only a question of numbers, 
but the mathematics of the case are by no 
means so simple as Cernuschi supposes. Money 
does not anywhere consist of coins only, and 
inasmuch as it never happens that all commer- 
cial nations use the metals simultaneously, the 
proportion of the whole which is left for the 
nations which • do use them, varies constantly 
and sometimes very greatly. 



CHAPTER IX. 

Inconvertible paper will not depreciate, 
until issued in excess of what would be 
the minimum of the money of a country, 
if it was metallic. silver will not de- 
preciate relatively to gold, until it ex- 
expels all the gold. 

In McLaren's History of the Currency in England, 
the following passage occurs : 

Let us, then, suppose that at a time when we possessed 
our fair share of the gold of the world, Government paper 
was issued until all the gold left the country, and the market 
price of that metal began to exceed its mint price, and that 
the issue was carefully and honestly limited to this amount. 
This paper would, according to all authority, supply the place 
of the gold, and no change would be made in prices or in 
the distribution of property by the substitution. 

The case supposed by McLaren is, that of the 
issue of a British Government paper money, not 
convertible into gold, but kept at a parity with 
it by a limitation of quantity. Before proceed- 
ing to other comments upon the supposed case, 
and upon the views taken of it by McLaren, 
it will be convenient, first of all, to consider in 
what way the issue of such a paper money 
would operate to expel gold from the British 
monetary circulation. 

(MR) 



MONEY — PAPER AND METALLIC. 149 

The connections of trade between commercial 
countries are so numerous and intimate that, in 
the case of those of them which use a money 
kept at a parity with the metals, the level of 
prices in each one of them must bear to the 
general level of prices in the whole of them a 
relation which cannot be permanently varied. 
This relation may oscillate, first in one direc- 
tion and then in the other, but tends constantly 
to restore itself. This tendency, which is irre- 
sistible, arises from the necessary connection 
between prices and the volume of money, and 
from the free, international movement of the 
metals which are the material of metallic money. 
When the prices of a country on what is called 
a metallic basis, get too high relatively to the 
prices of other countries on the same basis, the 
imports of such country increase while its ex- 
ports fall of, until the resulting adverse balance 
of its foreign trade causes such a drain of its 
gold and silver, and such a reduction of the 
volume of its money, as will bring down its 
prices to the normal level. In the reversed case 
of the prices of such a country being too low 
relatively to the prices of other countries, its 
exports increase while its imports fall off, until 
there is such an inflow of gold and silver as 
will restore the normal level. 

The case may be supposed of a country, the 
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currency of which is not at the metallic stand- 
ard, but in which it might nevertheless be the 
policy and actual practice of the governing au- 
thority to keep the paper money at an approxi- 
mately steady relation to the metals. We have 
had for many years an example of that in 
Brazil, where the depreciation of the paper, or 
the premium on the metals, is rarely allowed to 
vary much from ten per cent. In countries hav- 
ing this species of currency, the divergencies of 
their volume of money and of their prices from 
the desired relation to money and prices abroad, 
are not indicated by inflows and outflows of 
gold and silver, but by the rise and fall in the 
value of their paper relatively to the value 
of the metals. The connection of such di- 
vergencies is not automatic, but must depend 
upon the voluntary act of those who are in 
political power, diminishing or enlarging the 
issues of paper, according to the nature of the 
divergency. 

The alternating flow of gold and silver be- 
tween countries on the metallic basis, as the 
result of rising and falling prices and of alter- 
nating balances of trade, is entirely familiar as 
a commercial fact of observation, and there is 
no obscurity in respect to the principles which 
govern it. 

To say that in a country on the metallic 
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basis, prices must bear in the long run and 
upon the average a certain relation to the gen- 
eral level of prices in other countries on the 
same basis, is to say that the volume of money 
in such a country must in the long run and 
upon the average bear a certain relation to the 
total volume of money in other countries on 
the same basis. It is under this automatic regu- 
lation of the total average volume of money in 
each country on the metallic basis, and under 
the voluntary regulation by each country for 
itself of the proportion of the metals in its 
currency, that gold and silver diffuse themselves 
over that portion of the world which uses them 
as money, in such a way that each' country so 
using them gets what McLaren calls, in the 
case of Great Britain, its '■'■fair share." 

The problem is somewhat complicated by the 
power of nations to use only one of the metals 
for monetary purposes, and also by the power 
which all commercial nations exercise, of sup- 
plementing the metals by paper money. 

If Great Britain used nothing but gold as 
money, its "fair share" of that metal in mone- 
tary use would be the total amount of the 
British monetary currency, and necessarily such 
an amount as would be consistent with, and be 
determined by, the range of prices which is 
imposed upon that country by its commercial 
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connection with other countries. But as, in 
point of fact, Great Britain chooses to use about 
$ 100,000,000 of subsidiary silver coins and about 
$150,000,000 of paper having no reserve of gold 
behind it, the British "fair share" of gold for 
monetary use is materially reduced. It would 
be still further reduced if the Bank of England 
was permitted to issue jQ i notes in addition to 
its present issues of paper, or if silver was ad- 
mitted into the British currency in a larger 
proportion than it now is. 

We can now understand why the gold of 
Great Britain would flow out, if that country, 
starting with all its pounds sterling in the form 
of gold sovereigns, should issue an equal amount 
of paper sovereigns, which is the case supposed 
by McLaren. The number of pounds sterling 
of all kinds which it is possible for Great 
Britain to hold in its currency at a parity with 
gold, is fixed by the condition that it must be 
upon the average within limits consistent with 
a certain average range of British prices. If 
paper pounds are added to a previously existing 
stock of gold pounds, normal in amount, or 
which was, as McLaren phrases it. Great Brit- 
ain's "fair share" of the gold of the world, the 
excess of currency caused by such addition, must 
flow out, and the part of the currency which 
would flow out is the gold, which possesses an 
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international value, and not the paper, which has 
merely a home value and is non- exportable. 

The outflow of gold in the case supposed, 
would not be simultaneous with the additions of 
paper, but would follow such additions after the 
lapse of a certain time. The mere addition of 
paper would not at once expel gold, as the 
thrusting of a solid body into a vessel already 
full of a liquid would at once expel from the 
vessel a cubic quantity of the liquid equal to 
the cubic quantity of the solid body. There is 
room enough in Great Britain, in the sense of 
cubic space, for any conceivable amount of gold 
and paper combined. The added paper could 
only effect the expulsion of gold by augmenting 
the total volume of the currency so as to raise 
prices relatively to prices in other countries. It 
is the adverse balance of foreign trade, resulting 
from such relatively enhanced prices, which 
would drain off the gold. If the gold disap- 
peared simultaneously with the addition of paper, 
there would be no augmentation of the total vol- 
ume of the currency, no rise in prices, and no 
change in the course of foreign trade. In short, 
there is no reason why gold should disappear 
simultaneously with the additions of paper, and 
no such fact has ever been observed under such 
circumstances. 

In the case supposed by McLaren, the outflow 
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of gold would not only not follow the additions 
of paper until after the expiration of some sen- 
sible period of time, but it would never be quite 
equal to the additions of paper. Great Britain's 
"fair share " of money at every given time is 
some proportion of the total money of all the 
nations using a money kept at a gold standard. 
But this total money is increased by the substi- 
tution by any one nation of paper for the metals, 
as much as it would be by an equal addition 
of new metal to the old metallic stock. In the 
case supposed by McLaren, therefore, this total 
money of the world would be increased to the 
extent of the substitution of paper for gold in 
Great Britain, and the "fair share" of Great 
Britain would be absolutely a greater sum, al- 
though the same percentage of the total money. 
The new paper, if limited to the amount of gold 
existing at the beginning of the issue of the 
paper, would not be Great Britain's "fair share" 
of the total money after the issue of the paper, 
and in order that a "fair share'' should be held 
under the changed circumstances, some portion 
of the old gold would still be retained in the 
British monetary currency. 

Condy Raguet, an American writer on Bank- 
ing, says : 

Every emission of a paper currency in any country drives 
out a portion of its coin, and augments the total amount of 
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the currency of the world in the same manner that an addi- 
tional quantity o£ gold and silver from the mines would do 
it ; and hence an emission of paper money anywhere must 
augment the currency everywhere after time has been afforded 
for its distribution. 

Raguet's statement of the case is more accu- 
rate than that of McLaren. In the end, an 
issue by any one nation of paper money kept 
at a parity with the metals augments the cur- 
rency, and consequently the prices of all na- 
tions whose currency is on what is called a 
metallic basis, including, of course, the currency 
and prices of the particular nation issuing the 
paper money. 

McLaren seems to give two modes of limiting 
the supposed British paper, so that its parity 
with gold should be preserved. One is, that 
the amount of the paper should only equal the 
pre-existing quantity of gold. The other is, 
that the further issue of paper should imme- 
diately cease upon the first appearance of a dis- 
parity in the market values of gold and paper. 
He apparently assumes that these two limits 
are the same, whereas it would require an issue 
of paper larger than the previous stock of gold, 
either to expel all the coins of that metal, or 
to bring on a market depreciation of the paper. 

An error in an opposite direction, and of 
much greater magnitude, is the opinion which 
is carelessly held by so many persons that it 
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may fairly be said to be a common one, that 
the volume of the currency of a country on a 
metallic basis is enlarged to the full extent of 
its issues of paper. The truth is, however, that 
at any given time and under the actual cir- 
cumstance at such time of any country on a 
metallic basis, in respect to population and in 
respect to the aggregate amount of its ex- 
changes, its average volume of money is auto- 
matically fixed at such a point as is compatible 
with a scale of prices bearing a certain relation 
to the general range of prices in all countries 
on the same basis. A particular country may, 
by issues of paper, cause a rise in the general 
range of prices, including an equal rise in its 
own range of prices, but this rise is measured, 
not by the proportion of the new issues of 
paper to its own previously existing stock of 
money, but by the proportion of such issues to 
the total stock of money in all countries on 
the metallic basis. And inasmuch as, other 
things being equal, its volume of money must 
always bear a certain relation to its prices, the 
new issues of paper can increase this volume 
only in the same proportion in which the total 
volume of money in all countries on the metal- 
lic basis is increased, and any greater increase 
of its volume of money will be checked by the 
outflow of its coins. 
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Certain writers in this country, and conspicu- 
ously the late Amasa Walker, have insisted that 
the enlargement of the currency of a country 
by paper not representing coin, but kept at a 
parity with it by a supposed redeemability in 
coin, places such a country at a permanent dis- 
advantage in its trade with other countries, by 
so raising prices as to diminish exports and un- 
naturally stimulate imports. According to their 
view, the protection intended to be given to 
various industries by American tariffs, has been 
in this way nullified by paper enlargements of 
the American currency. They entirely fail to 
see that while this is the effect of additions to 
a currency, during the time when they are 
being made, it is a merely temporary effect, and 
that in the end, as between countries on a 
metallic basis, an enlargement by paper of the 
currency of one of them becomes diffused over 
all of them. They might as well maintain that, 
as between the several countries whose currencies 
are at a gold standard, France is at a disad- 
vantage in trade because it keeps its money 
expanded in volume by the use of $500,000,000 
of silver. In truth, the use of that amount of 
silver in France, as a permanent fact, is as much 
an enlargement of the currency of all the coun- 
tries keeping their money at a gold standard, as 
it is of the currency of France itself. The same 
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principle applies to the enlargement of the 
British currency by the permanent issue of 
|! 150,000,000 of bank notes having no coin re- 
serve behind them. 

It will be apparent that the power of a country 
on the metallic basis over the average volume 
of its money, will depend upon its relative im- 
portance as respects population, commerce, and 
exchanges. Neither Sweden nor Switzerland can 
sensibly affect the total volume of money in the 
world by substituting paper for the metals, or 
by returning to the use of the metals. But it 
is otherwise with great countries like Great 
Britain or France, or the United States, in 
either of which there is in use an important 
fractional part of the total money of all the 
countries on the metallic basis, and a still more 
important fractional part of the total money of 
all the countries which are on a metallic basis, 
and also keep their money at a gold standard. 
Either of those three nations, by substituting 
paper for gold, could furnish to the world a 
supply of that metal equal to five years' outturn 
of the mines at their present rate of produc- 
tion, and by thus largely increasing the total 
money held to the gold standard, either of them 
could largely increase its own ^^ fair share" 
of it. 

The case supposed by McLaren is that of a 



MONEY PAPER AND METALLIC. 159 

Government paper money kept at a parity with 
gold by limitation of quantity. The actual case, 
which has been much more frequent in the 
history of the commercial world, is tliat of 
bank paper, intended to be kept always at a 
parity with coin by the device of (so-called) 
redeemability in coin, and with no check upon 
its quantity except the legal requirement that it 
shall be so redeemed. That device is, in its 
essential principles, a false and fraudulent one, 
and has proved itself in practice one of the 
worst scourges which has ever aflBicted mankind. 
In Europe it has long been substantially aban- 
doned. In this country it is still a favorite 
and popular policy, and the freedom of scope 
which has been given to it is attested ty the 
century of recurring expansions and contrac- 
tions of money, alternating rises and falls of 
prices, panics, crises, and bankruptcies, which 
have constituted the commercial history of the 
United States since they have been an inde- 
pendent nation. It is undoubtedly one of the 
worst systems of money which has ever been 
devised, and I shall hereafter discuss it some- 
what fully. For the present I make upon it 
only the single observation, that the average 
quantity of redeemable paper which can be kept 
in circulation, is no greater than the possible 
quantity of irredeemable paper which can be 
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kept at a parity with the metals. The diflSculty 
with redeemable paper is, that its actual quan- 
tity at any given time is, ordinarily, a very 
different thing from its average quantity, and 
that the range of the fluctuations of its actual 
quantity, which is often deceptively commended 
as its elasticity, is enormous and fatal. 

We have now in existence in several coun- 
tries, including our own, a system of money 
not dating back farther than 1874, under which, 
while the standard of the money is gold, the 
actual quantity of it is increased, not only by 
paper, but by silver coins kept at the desired 
standard by limitation of quantity. This is ac- 
complished in Holland and in the States of the 
Latin Union, by retaining their old stocks of 
silver coins but refusing to strike any more, 
and in this country by such legislative and 
executive limitations of the monthly rate of 
striking silver coins as must, for ten or fifteen 
years to come, keep them at a market parity 
with gold. The effect of retaining silver coins 
in use, as in Holland and the States of the 
Latin Union, or of striking new silver coins at 
a closely restricted monthly rate, as in the 
United States, is - precisely the same as the 
effect of adding a new paper money to a pre- 
viously existing gold money. On the assump- 
tion that the valuation of silver relatively to 
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gold continues to be less in the market than 
at the mint, the amount of silver coins which 
can preserve a parity with gold is governed by 
the same laws which control the amount of in- 
convertible paper which can be added to a 
currency without depreciating such paper be- 
low gold. And the same rule applies, in the 
case of the addition of silver as in the case 
of the addition of paper, that in the end the 
country which makes the addition will increase 
the money of all other countries on the same 
standard, in the same proportion as it increases 
its own. 

I. In the case of an added silver money, the 
currency of a country is not increased to the 
extent of the addition. It is of no consequence 
which of the two things, silver or paper, is 
added. The currency cannot in either case be 
permanently raised beyond a definite proportion 
of the total money of all the countries on the 
same standard. So long as the market valua- 
tion of silver relatively to gold is below the 
mint valuation, it must be as true of an addi- 
tion of silver as of an addition of paper, that 
some portion of the addition will prove to 
be in the end merely a substitution for so 
much gold, which will flow out to the extent 
necessary to maintain the equilibrium of prices 
and money between the country adding silver 
11 
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and other countries. Or, if the increase in 
population and exchanges, of the country adding 
silver, is more rapid than the average increase 
in other countries, so that its "fair share " of 
the total currency is an increasing percentage 
of the whole, which is the actual case of the 
United States at the present time, either the 
whole effect, or a part of the effect of adding 
silver, will be to prevent importations of gold 
which would have occurred if no silver was 
added. The more silver is added, the less gold 
there will be, either by an expulsion of gold, 
or by a curtailed import of it, although the 
diminution of gold will be less than the addi- 
tion of silver, which, by increasing the total 
money of all countries, increases the "fair 
share " of the country coining the silver. Many 
persons declare themselves to be in favor of 
the coinage of both the metals in this country, 
but always upon the condition that the coinage 
of silver be so regulated as not to reduce the 
use of the other metal. But unless the market 
valuation of silver relatively to gold shall again 
exceed the mint valuation, as it did for many 
years before 1873, "^^ method of so regulating 
the coinage of silver as not to expel gold to 
some extent, is possible, or can be conceived 
of, and if it were possible if ought not to be 
desired by those who regard an inflation of the 
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currency as the greatest of financial calamities. 
But desire it who may, or deprecate it who 
may, it is not practicable, without a reversal of 
all the laws which regulate the distribution of 
the metals among the nations using them, either 
as their sole money or as the standard of their 
money, for the United States to coin silver and 
keep it at home, and still to retain as much 
gold and paper at a parity with gold, as it 
could retain if it did not coin silver. It is no 
more practicable than it is to circulate paper 
money, whether kept at a parity with the 
metals, or depreciated below them, and to have 
as much coin in use as if the paper money did 
not exist. 

2. France has to-day about $500,000,000 of 
full - tender silver coins, kept at an actual parity 
with its gold coins of the same denominations. 
If the rulers of that country should decide to 
demonetize these silver coins, and throw the 
bullion which they contain into the sea, or ex- 
change it for Asiatic commodities, or get rid of 
it in some other way, the currency of France 
would not be reduced by so great a sum as 
$500,000,000, or by any near approximation to 
it. The loss of the silver might be compensated, 
in whole or in part, by increased issues of 
paper, and any loss not so compensated would 
fall in the end, not upon the currency of 
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France, but upon the aggregate currency of all 
the countries ( including France ) whose currency- 
is kept' at a parity with gold. It would fall 
in the first, instance upon France, but as the 
withdrawal of the silver coins made progress, 
the resulting contraction of the French currency 
would produce a decline in French prices rela- 
tively to prices elsewhere, diminished imports 
into France, augmented exports from France, 
and finally such a flow of gold into France, as 
would restore the pre - existing equilibrium, but 
at a lower level, between the money and prices 
of France and the money and prices of other 
countries on the same standard of currency. 

3. In the case of an added silver money, at 
whatever relation to gold might be fixed by 
law, it is as impossible that it should depre- 
ciate relatively to gold, as that paper should 
depreciate, until all the gold is expelled. In 
any country, with a given magnitude of popu- 
lation and exchanges, the value of money de- 
pends absolutely upon its quantity, and upon 
nothing else, but even those who have doubts 
of the soundness of that doctrine will not con- 
tend that the purchasing power of money can 
be impaired by manufacturing it out of a ma- 
terial which possesses value, rather than out of 
a material which has, substantially, no value. 
If a newly added inconvertible paper money, 



MONEY — GOLD AND SILVER. 165 

the material of which is worthless, will not de- 
preciate if kept within the limits of an old 
gold money, it is quite irrational to suppose 
that a newly added silver money, the material 
of which, at whatever standard of weight and 
fineness, is at any rate of some value, should 
depreciate so long as it is kept within the same 
limits. If fiat paper pounds sterling issued by 
the British Government, not in excess of the 
previous circulation of sovereigns at a time 
when such circulation was normal in amount, 
would be as valuable as sovereigns, which is 
" according to all authority" as McLaren correctly 
observes, it must certainly be true that an equal 
number of fiat silver pounds sterling, of what- 
ever weight and fineness, would not be less 
valuable. 

A late Secretary of the United States Treas- 
ury, Mr. Sherman, urged Congress very strenu- 
ously to limit the coinage of silver dollars to 
$50,000,000 as a point beyond which there would 
be danger of their depreciation, and he insisted 
that, at any rate, % 100,000,000 was a maximum 
beyond which depreciation was to be looked 
upon as almost inevitable. Views of that kind 
derive no support from either experience, au- 
thority, or intelligent financial reasoning. To- 
day we see the parity of gold and silver 
coins perfectly preserved in France, where silver 



166 MONEY — GOLD AND SILVER. 

constitutes nearly one -half the metallic currency, 
and in Holland, where the proportion of silver 
to gold is about two to one. The market parity 
of the coins would not be disturbed in either 
country if the proportion of silver to gold 
should rise to twenty to one. So long as any 
sensible amount of gold remained in actual use 
in either country, that fact would be a decisive 
proof that there was no premium on it suffi- 
cient to be noticed in ordinary use, because any 
kind of. money on which there is such a pre- 
mium, passes out of the market and into the 
hands of brokers who collect it to meet the 
demands ( principally for export ) which occa- 
sion the premium. It may seem superfluous to 
add that until a premium arises upon gold, 
there can be no depreciation of silver, compar- 
ing the two metals with each other. 

The full - tender metallic money of this coun- 
try is computed to be at least as great as 
$ 600,000,000, and will increase as population and 
exchanges increase, unless paper money is in- 
creased. The National revenues, all of which 
will be paid in silver if the taxpayers find any 
sensible degree of economy in making use of 
that kind of money, exceed $300,000,000 annu- 
ally. The metallic reserves of the United 
States Treasury and of the banks amount to 
$300,000,000, the whole of which may consist 
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of silver, and certainly will consist of silver if 
there is enough in existence, and if there is 
any noticeable depreciation of it as compared 
with gold.* In presence of such facts, the 
opinion is a most extraordinary one, that such 
depreciation can occur within any near period. 



* In an address to the Bankers' Convention at Niagara, 
August II, 1881, Mr. Knox, Comptroller of the Currency, es- 
timated that the gold alone amounted. May i, 1881, to 
$ 520,000,000, and that of that amount $ 298,000,000 was held 
by the United States Treasury and by the National and State 
banks. Since the resumption of coin payments in January, 
1879, the banks have converted their cash reserves, previously 
held in greenbacks, into gold. They did that from their gen- 
eral but mistaken belief that there would soon be a premium 
on gold over silver, and of course over greenbacks, which 
are, by law, redeemable in silver at the option of the Gov- 
ernment. But the fact that the banks preferred gold for their 
reserves when they could and did obtain it without paying a 
premium, has no tendency to prove that they would forego the 
profit of converting their reserves into silver, if a premium 
upon gold shall hereafter arise. It was, in truth, the expecta- 
tion of precisely that profit which induced them to change 
their reserves from greenbacks to gold. If a difference arises 
in the market value of different kinds of lawful money, they 
will never pay their debts, nor keep reserves for the payment 
of their debts, in the kind of money which becomes the 
dearest. There is no rule of morality which exacts from them 
any such sacrifice, and it would be contrary 'to all the in- 
stincts and maxims of banking for them to make it. If it 
proves to be true, that gold is at a premium fifteen years 
hence, they will realize the premium by a sale, and redeem 
their notes in whatever lawful money may then be the cheap- 
est. But ngbody can now foresee which (if either) of the 
two metals will be at a premium, as compared with the 
other, so long in advance. 
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with a present stock of only $112,000,000 and 
an annual coinage of only $27,000,000. 



CHAPTER X. 

Bank notes, limited only by redeemability, 
increase when prices rise and diminish when 
PRICES FALL. That system abandoned in 
England in 1844. It is repudiated every- 
where IN Europe. 

A form of paper money, which has been a 
favorite one in this country during the present 
century, is that of bank notes, substantially 
without any limit to their quantity except the 
duty of redeeming them in coin on demand, 
imposed by law upon the institutions issuing 
them. Legislators have, in most cases, really 
endeavored, in good faith, to surround the issue 
of such notes with conditions calculated to in- 
sure their redeemability under ordinary circum- 
stances. These notes were nearly all of them 
issued by State banks prior to 1864, but they 
have been issued exclusively by National insti- 
tutions since March 3, 1865, when Congress im- 
posed a prohibitory tax upon State - bank notes. 
I do not propose to discuss what is called 
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the safety of such a species of currency in the 
sense of its immediate or ultimate redeemability 
in coin, but the immeasurably more important 
question of the steadiness of the quantity of 
such a money, upon which the steadiness of 
prices depends. Without doubt, the solvency of 
banks permitted to issue notes deserves careful 
attention from legislators, but it is still true 
that all the losses which have resulted from 
their insolvency in this and other countries, are 
quite insignificant in comparison with the mis- 
chiefs caused by fluctuations in the volume of 
the currency furnished by them. 

Lord Overstone ( Remarks on the Management of 
the Currency, 1840, ) says : 

Security for the ultimate solvency of those who issue paper 
money is confounded with, and conceived to be the same 
thing as, security for the due regulation of the amount of 
that paper money — a fallacy very prevalent, and from which 
the most erroneous views arise. Insolvency on the part of 
an issuer affects the specific holders of the notes of that 
issuer, and those only ; but improper fluctuation in the amount 
of the paper issues affects the whole community in common ; 
they disturb to a greater or less extent the steadiness of 
prices and the regular movements of trade ; and they tend 
to derange the equilibrium of exchange with other countries. 
The former evil is local and partial ; the latter is general, 
affecting the whole country and every individual in it. 

Under the old regime of the State banks, the 
States either granted special charters for note- 
issuing banks to substantially all applicants, or 
established by general law free -banking systems, 
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as in the State of New York, under which any- 
body could inaugurate banking with the privi- 
lege of note issues, on the condition of depositing 
in some designated official custody certain speci- 
fied securities, by way of pledge for the re- 
demption of their circulation. In most cases of 
State banking, under either special charters or 
general laws, the maximum limit of the circu- 
lation of a bank was some proportion of its 
capital, but this limit was ordinarily so much 
beyond the amount that it could actually issue 
and keep redeemable, that it was really no limit. 
In no instance did the States impose any limit 
upon the aggregate issues of their banks, and, 
as in most cases, those institutions acted inde- 
pendently of each other, it would have been 
difficult to enforce an aggregate limitation of 
that kind. But there is no reason to believe 
that any State would have imposed such a limi- 
tation, however practicable it might have been 
to have devised one. 

Under the existing regime of the National 
banks $300,000,000 was at first (1864) fixed as 
the maximum limit of their aggregate circula- 
tion. The maximum was increased to $354,000,000 
by an Act passed in 1870, but by the Resump- 
tion Act of 1875 this limit was repealed. Since 
that date, therefore, the only legal limit has 
been that it cannot exceed ninety per cent, of 
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the bonded debt of the United States. So far, 
this legal limit has been really no limit, as it 
has always been greatly in excess of the amount 
of circulation which the National banks have 
been able to maintain. It is no more a limit 
than it would be to fix as the maximum pun- 
ishment of a crime, an imprisonment for one 
hundred years, or any other term beyond the 
expectation of human life. * 

In short, the theory of the bank - note system 
of this country has always been that the volume 
of paper money need be neither an absolutely 
fixed amount, nor an amount increasing regu- 
larly pari passu with population or wealth, but 
an elastic amount, varying with the capacity of 
the banks to keep notes in circulation and re- 
deemable, it being always the interest of the 

* A practical limitation upon the aggregate of National- 
bank, notes has arisen lately from the reduction of the amount 
of outstanding United States bonds, the high prices such bonds 
have reached in the markets, and the small returns which 
they yield to investors in them. The course of events which 
has led to these results was not anticipated by the originat- 
ors of the National bank system, and has for the time being 
fortunately diminished the (so-called) elasticity of the cur- 
rency furnished by it. But a change in this course of events 
is always possible and more probable than most persons sup- 
pose. To say nothing of new wars, which would create new 
debts, the influences hostile to the further reduction of the 
present debt are ramified and powerful, and experience shows 
that when a nation can be persuaded to stop reducing a 
debt, the next step almost certain to be taken is to expand it. 
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b^nks themselves to keep in circulation the 
greatest amount possible, inasmuch as such a 
circulation is nothing else than the profitable ex- 
change of their own non- interest -bearing paper 
for the interest - bearing paper of their cus- 
tomers. * 

On a first view an elastic money is an ab- 
surdity as manifest and egregious as an elastic 
yard- stick, or an elastic bushel measure. If the 
American people do not now see how intrinsi- 
cally and hopelessly fatal such a money is, it is 
because a long habit has accustomed them to 
it, and because their instructors in finance have 
been chiefly persons in the interest of the pow- 
erful classes which specially profit by the 
system of bank-note issues. 

These instructors teach that money is sound, 
not when its volume maintains such a steady 
proportion to population and exchanges as will 
preserve steadiness in prices, and make time 
contracts to pay money signify the same thing 
when they mature as when they are entered 
into, but when its volume contracts and expands 

* Banks must be constantly desirous of increasing their 
loans by issuing their own credit in the shape of circulation 
and deposits. The more they can get out the larger the 
income. This is the motive power that insures the constant 
expansion of a mixed currency to its highest possible limit. 
The banks will always increase their indebtedness when they 
can, and only contract it when they must. — Amasa Walker's 
Science of Wealth, Book III., Chapter IV. 
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in obedience to what they call the wants of 
trade. The regulation of the volume of the 
paper part of a currency which they commend 
is, that it shall be such a quantity of bank 
notes as can be kept floating in the channels 
of circulation. This quantity is controlled, of 
course, by the greater or less rapidity with 
which the notes already issued by the banks 
return to them for redemption. They have at 
all times the motive of their own profit to keep 
out the greatest amount of non - bearing interest 
notes which will remain in circulation, and it 
is this maximum possible amount which, accord- 
ing to the doctrines most in vogue in this 
country, is always the proper amount. The 
teachers of these doctrines admit that it is a 
fluctuating amount, but they say that these fluc- 
tuations are always in the proper direction, be- 
cause they are determined automatically by the 
conditions and demands of trade, and are undis- 
turbed by the interference of the political au- 
thorities. 

It would seem to be obvious, however, that 
the conditions of trade must render it possible 
to float an increasing amount of bank notes 
when prices are rising, and when the produc- 
tion and exchanges of merchandise are stimu- 
lated and multiplied by an advance in prices, 
and also that, as the amount of bank notes 
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actually floated is always the maximum amount 
which can be floated, the inherent tendency of 
bank notes at such times must be to expand 
indefinitely in amount, and to correspondingly 
inflate prices and business indefinitely, until the 
inflation is ended either by an adverse balance 
of foreign trade, or by a panic originating in 
home causes. A.nd it would seem to be equally 
obvious that when prices are declining, and 
when production and exchanges are checked, as 
they always are, and necessarily must be, by 
declining prices, the quantity of bank notes 
which can be maintained in circulation will fall 
off, and that the resulting diminution in the 
volume of the money of a country will still 
further depress prices. As in the opposite case 
of an expansion of prices and of the quantity 
of bank notes in circulation, the tendency of a 
decline of prices must be to still further di- 
minish the quantity of bank notes in circulation, 
and this process must go on indefinitely until 
it is ended by such a favorable balance of trade 
as will revive prices by importations of gold 
and silver, and by reviving prices render it 
again possible to increase the quantity of bank 
notes, which will float in the circulation and 
not be presented for redemption. 

Lord Overstone, in the work just quoted from 
and which was published four years before 
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Peel's Act of 1844 radically changed the pre- 
viously existing system, notes as one of the 
"three circumstances" responsible for "the improper 
fluctuations in the amount of the paper currency of 
England" the following : 

•v^It is issued in the form of advances tor commercial pur- 
pose A rise of prices is, therefore, accompanied by an in- 
crease of issues, and a fall of prices by a diminution of 
issues. 

McCulloch, in his edition of Smith's Wealth of 
Nations, says : 

So long as any individual or set of individuals may usurp 
the royal prerogative and issue paper without let or hindrance, 
so long will it be issued in excess, in periods when prices 
are rising and confidence high ; and be suddenly withdrawn 
when prices are falling and confidence shaken. 

What thus seems to be the natural course of 
the fluctuations of a bank - note currency, has 
invariably been witnessed in the experience of 
the countries which have tried it. Without doubt, 
these fluctuations are automatically determined 
by the conditions of trade, of which the most 
material of all is the fact of the rising or fall- 
ing of the general range of prices. Govern- 
"Tnc^ts-jio not directly cause them, although they 
are -justly responsible for the necessary effects 
of any system which they establish. Nor have 
the banks themselves in this country caused 
these fluctuations by any volition of their own, 
either under the old system of State banks, or 
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under the present system of National banks. A 
concert of action among institutions so numerous 
and scattered, to increase or diminish their ag- 
gregate note circulation, is a chimerical idea. 
Each one follows for itself the law of its being, 
which is to maintain its own note circulation 
at the largest possible amount. But the mis- 
chiefs of fluctuations in the volume of bank 
notes are none the less because they result 
from the conditions of trade. Governments can 
no more escape their responsibility in respect 
to the vital object of steadiness in the volume 
of money, by remitting its magnitude to the 
capricious chances and changes of prices and 
commerce, than navigators can escape responsi- 
bility for the ships, cargoes, and passengers in- 
trusted to their care, by turning them over to 
the automatic control of the winds and waves. 
Of writers in this country the late Amasa 
Walker, of Massachusetts, has been, during this 
generation almost alone in pointing out the in- 
herently vicious character of a bank - note circu- 
lation, which he describes as a " mixed currency." 
He says truly of it, that it would be better if 
its movements were the result of accident, be- 
cause they might then be sometimes in the 
right direction, but that from the nature of the 
causes which control its fluctuations, they are 
always in the wrong direction. On that point 
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he observes ( Science of Wealth, Edition of 1874, 
Book 3, Chapter 6 ) ; 

The more that is issued of a mixed currency, the more 
will be wanted. The supply does not satisfy the demand — it 
excites it. Like an unnatural stimulus taken into the human 
system, it creates an increasing desire for more ; and the 
more it is gratified the more insatiable are its cravings. 

There are two reasons for this : one, that as the currency 
is expanded prices are raised correspondingly, and more cur- 
rency is demanded to effect the same exchanges ; the other, 
that the speculation inevitably following the rise of prices 
leads to an enormous extension and repetition of indebted- 
ness, which requires for its discharge a greatly increased 
amount of the circulating medium.* Thus, by the action and 
interaction of these causes the demand for the issue of this 
kind of currency is certain to be greatest when it is already 
redundant. . . . The cause that limits the expansion and 
finally produces contraction, is the liability of the notes to be 
presented for money. 

As Mr. Walker observes, the " most common " 
cause of the presentation of bank notes for re- 
demption is "an adverse balance of trade," and he 
might have added that this cause will be sure 
to operate sooner or later, if it is not antici- 
pated by some panic originating from " a politi- 
cal convulsion, a failure of some large trading or 
banking company," or other occurrence. An " ad- 

* By way of contrast, the reader can look at the "perilous 
nonsense' of the following utterance of one of the speakers 
( E. Atkinson ) at the 18S0 session of the American Bankers' 
Association ; 

" The only elasticity that is of any value or service, is the 
ebb and flow of those notes ( National -bank notes) from and 
to the banks, in unison with the value of cojmnodities dealt in 
by those who need the notes." 

12 
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verse balance of trade" cannot be long avoided 
as prices advance under an increasing volume 
of bank notes. Prices and the volume of money 
in every country on the metallic basis must in 
the long run preserve a certain relation to the 
prices and volume of money in other countries 
on the same basis. To this complexion it must 
come at last. As prices go above the pre- 
scribed level, imports increase and exports di- 
minish, uutil coin is called for to settle balances 
with the foreigner. Then comes a demand for 
the redemption of bank notes, and the volume 
of them possible to be maintained in circulation 
is diminished from two causes : 

I. The theory of a bank-note currency is to 
maintain a large proportion of paper to the 
coin held in reserve for its redemption, and the 
profit of such a currency to its issuers depends 
upon the magnitude of the proportion, which 
has varied in this country from three to ten of 
paper to one of coin. Whatever proportion of 
coin is at any period regarded as safe, accord- 
ing to the current financial ideas and teachings, 
the banks cannot permit their coin to fall 
below it without the risk of a panic, and as 
their coin is drawn away they must reduce their 
paper from three to ten times as much. This 
reduction is effected only in a small degree by 
redemptions, but principally by receiving their 
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own notes in payment of debts due to them and 
not re-issuing them for the time being.* 

2. As prices fall after the contraction begins, 
with the unavoidable accompaniment of curtailed 
production and exchanges, the capacity of the 
country to absorb and float bank notes dimin- 
ishes. 

And, as already observed, this process of 
shrinking in prices and in the volume of money 
would go on indefinitely, if it was not finally 
arrested and reversed, by a depression in prices 
so far below the level prescribed by the foreign 
commercial connections of the country, as to 
induce a favorable balance of trade and impor- 
tations of coin. 

The strange delusion of an elastic money to 
consist of bank notes, promising but not repre- 
senting coin, seems to have been mainly peculiar 
to this country. It never prevailed, either long 
or extensively, in Europe^ and has been aban- 
doned there by the most enlightened nations as 
wholly unsound for more than a generation. 
That such a system of money should have been 

* If ten millions are to be paid abroad, it must be 
taken from the specie of the banks ; the basis of the cur- 
rency is so much diminished and the circulation must be cur- 
tailed accordingly. If the proportion of specie is as one to 
five of notes, then the, export of ten millions abroad must 
cause a contraction of fifty million dollars at home. — Walk- 
er's Science of Wealth. 
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SO long a favorite one in the United States is 
extraordinary, not merely because it is really the 
worst system ever devised by perverted human 
ingenuity, but because it so completely neglects 
and repudiates the most obvious and universally 
accepted requirement of a sound money, that it 
should be, as far as possible, steady in volume. 
Indeed, the merit claimed for bank - note money 
is the unsteadiness of its volume, or, in the 
phraseology of its supporters, its elasticity. 
Walker ( Science of Wealth ) says : 

The Bank of England, the parent of all mixed - currency 
institutions throughout the world, was established in 1694 ; 
but its operations were so limited and its influence so par- 
tially felt during the first century of its existence, that the 
character of the currency it issued was hardly appreciated. 

The first century of the existence of the Bank 
of England ended in its suspension in 1797, 
which continued twenty-four years, and it was 
only in the short interval between 1821 and 
1844, that Great Britain has had any experience 
on an important scale of a bank - note currency, 
regulated in amount by the capacity of the Bank 
of England, and of the numerous other banks 
in the United Kingdom authorized to make 
paper issues, to keep such paper redeemable. 
The result of this -experience was the entire 
abandonment of that system, and the establish- 
ment by the Bank Act of 1844 of what was and 
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is known in British financial discussions as Sir 
Robert Peel's " currency principle," that the volume 
of British money shall fluctuate only with the 
increase or decrease of gold coin. The Bank 
Act of 1844, which he originated, admits of 
bank notes, but so regulated that changes in 
them do not affect the volume of money. The 
Act accomplishes this, by imposing upon what 
is known as " the fixed issue" of the Bank of 
England and of the other banks in England, 
Scotland and Ireland, authorized to issue notes, 
the total aggregate limit of about jC^ 30,000,000, 
or rather less than $150,000,000. This was as- 
sumed as an amount of bank notes which would 
never come in for redemption, and no coin is 
either kept, or required to be kept, as a reserve 
to protect it. In point of fact, the bank notes 
outstanding in Great Britain have never yet 
fallen to this very low permanent minimum pre- 
scribed by Peel's Act, and it is difficult to 
conceive that they ever can. Beyond that mini- 
mum, the Act absolutely prohibits the issue of a 
single note unless an equal amount of gold is 
kept in reserve. Of course, any additional notes 
issued under that restriction are merely the 
representatives of actual coin, and do not vary 
the volume of British money any more than the 
certificates of gold and silver deposited in the 
United States Treasury vary the volume of 
American money. 
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The British discussions, in and out of Parlia- 
ment, in r844 and since, have been animated 
and thorough. Several subsequent Parliamentary 
Commissions have taken the opinions upon it of 
merchants, of bankers, and of persons not mer- 
chants or banker's, who have made the currency 
a subject of scientific study. The general result 
to this time has been that British support of 
Peel's " currency principle " has not been shaken, 
and that the system which it superseded, of a 
volume of bank notes fluctuating with the 
amount possible to be kept in circulation under 
the conditions and demands of trade for the 
time being, is still regarded by most English- 
men as " a grand system of insidious swindling" as 
Mr. Harding • of the Bank of England, writing 
under the nom de plume . of " Hardcastle,'' once 
pronounced it to be. 

In the new German Empire the British " cur- 
rency principle " has been almost exactly copied. 
The differences are the two following : 

I. In Great Britain the fixed issue of bank 
notes tends in some small degree and very 
slowly to diminish, under a provision that when 
the fixed authorized issue of any bank lapses 
by its insolvency or its going out of existence 
from any cause, the Bank of England falls heir, 
not to the whole of such lapsed issue, but to 
only two-thirds of it. In Germany the Imperial 
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Bank falls heir to the total fixed issue of any- 
provincial bank which may lapse. 

2. The German prohibition of any issue in 
excess of the fixed issue, except such as is bot- 
tomed upon an equal amount of specie, is not 
absolute, but is in the shape of a provision 
that any excess of issue without an equal 
amount of specie, shall pay a tax to the Gov- 
ernment of five per cent, per annum. While 
this permits an excess of issue under extraordi- 
nary circumstances, it is manifestly sufficient to 
keep the excess within very narrow limits as to 
amount and duration. It is a safety valve for 
extreme cases, such as have been three times 
(in 1847, 1857, and 1866) met in Great Britain 
by a ministerial suspension of the. Bank Act. 

The fixed issue of bank notes in Germany is 
385,000,000 marks, or $96,250,000, which is sup- 
plemented by notes of the Empire, which have 
taken the place of the notes of the several 
States constituting the Empire. These Imperial 
notes amounted in 1876 to 174,800,000 marks, or 
$43,700,000, but are to be gradually reduced 
until 1890, when their amount will be 120,000,000 
marks, or $ 30,000,000. This last sum happens to 
be precisely equal to the war fund kept con- 
stantly in metal in the Spandau Tower, so that 
after 1890 the Imperial notes will actually 
represent coin, mark for mark. 



184 MONEY — REDEEMABLE BANK NOTES. 

In Austro - Hungary, the Imperial Bank is the 
only bank allowed to issue notes, and is re- 
quired to cover fully with coin all notes in 
excess of 200,000,000 florins, or about $ 96,000,000. 
In addition there are Imperial notes (the equiv- 
alent of such notes as the American greenbacks 
were before the resumption of 1879), of which 
the permissible maximum is 312,000,000 florins, 
or $149,760,000. The Empire has also an au- 
thority, which it partially exercises, to issue, on 
the basis of mortgages which it holds on alien- 
ated State domains, notes to the amount of 
100,000,000 florins. The actual aggregate of Im- 
perial notes of both kinds outstanding October 
I, 1876, was 354,000,000 florins, or $169,920,000. 
(See U. S. Monetary Report, pages 103 and 104 
of Appendix to the first volume. ) About the 
ist of September, 1881, the aggregate was re- 
duced to 328,000,000 florins, by the substitution 
of silver florins for one - florin notes. 

In Italy, by a law passed in 1868, the aggre- 
gate note circulation of the banks is fixed at 
700,000,000 lire, or % 133,000,000. 

In Denmark, the National Bank of Copen- 
hagen is authorized to issue notes, protected by 
securities and by a reserve of specie in the 
proportion of not less than 3 to 8 of paper. 
But the more material restriction is, that in no 
case is the excess of paper above the coin to 
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go beyond the fixed sum of 30,000,000 Danish 
crowns, or $8,040,000. (See letter of March 15, 
1880, from the Danish Minister of Finance to 
the U. S. Charge d' Affaires.) 

In fine, in no important country in Europe do 
we find anything approximating the elastic 
bank - note system which has been so long the 
ignis fatuus of American finance. Without going 
further into detail, it will be sufficient to ob- 
serve in respect to France, where the Bank of 
France is alone authorized to issue circulating 
notes, that although it is in its proprietorship a 
private corporation, it is under Government con- 
trol in all matters affecting the currency, and 
that thus far, except under the stress of war, 
this control has been exercised in the direction 
of making its notes very nearly the actual 
representatives of specie. At any rate, no such 
theory has ever been accepted or acted upon in 
France as that of leaving the volume of the 
outstanding notes of the Bank of France to 
fluctuate up and down, as the maximum of the 
notes possible to be kept in circulation and re- 
deemable may vary with the changing condi- 
tions and demands of trade. 



CHAPTER XI. 

Disastrous fluctuations in prices caused by 
redeemable bank notes. illustrations from 
the history of the united states. 

Before exhibiting and commenting upon certain 
instances which have occurred in the history of 
this country, of a substantial correspondence in 
the time of happening between a rise of prices 
and an increase of bank - note circulation, and 
between a fall in prices and a diminution of 
bank - note circulation, it is proper to be said 
that these instances are referred to merely to 
illustrate the subject, and . not because the neces- 
sary tendency of prices to enlarge with an en- 
larging volume of money, and to shrink with 
a shrinking volume of money, can be made any 
more indisputable by examples. Of all the bril- 
liant phrases of Lord Bolingbroke, none has 
been more quoted and admired than his saying 
that history is philosophy teaching by examples. 
Nevertheless, its brilliancy is its only merit. 
There is no solid or useful wisdom in it. 
Political and economical philosophy rest upon 
a substantial foundation, when they rest upon 
(180) 
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the power of the human mind to comprehend 
the essential nature and connection of things. 
If their maxims are supported only by the ex- 
amples of history, endless disputes arise as to 
what are historical facts, and it rarely turns out 
that the recorded facts which may seem to over- 
throw any given maxim are not quite as nu- 
merous as those which establish it. While it is 
true, in respect both to the rules of statesman- 
ship and to the laws which govern the relation 
between money and prices, that all facts which 
are fully and exactly known and rightly reasoned 
upon, must always teach the same lesson, there 
is a constant danger of being misled by them, 
if any of the attending and qualifying circum- 
stances are unknown, or overlooked. 

The rule that prices depend upon the voluriie 
of money, when stated correctly, is always with 
the qualification, that other things are equal. 
When the money in use is of an elastic de- 
scription, increasing prices have a tendency to 
absorb more of it and to cause more of it to ex- 
ist. An increasing volume of money also tends 
to raise prices. In both cases, however, these 
tendencies may be temporarily counteracted, in 
whole or in part, by other conditions. From 
the nature of the case, it must always take 
some time for the volume of money and the 
general range of prices to affect each other, and 
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the length of time so taken varies with circum- 
stances. When other causes, such as the con- 
dition of foreign marliets or a general buoyancy 
of the public mind, predispose to an advance of 
prices, such an advance follows quickly upon 
new supplies of money. On the contrary, at 
periods of anxiety, depression, and especially of 
panic, the utmost immediate effect of enlarging 
the volume of money is to check the fall in 
prices. In these and other ways it happens, 
that the enlarging, or diminishing movements of 
money and prices, are never exactly simul- 
taneous, and may often be separated by such 
intervals of time as to render it possible to con- 
trovert the existence of the relation of cause 
and effect between them. 

The currency discussions in England, which 
preceded the passage of the Bank Act of 1844, 
left as a legacy {luciuosa hceredttas) to students 
in such subjects, an enormous mass of books, 
pamphlets, and speeches, in which the main 
point of debate was the connection, affirmed on 
one side and denied on the other, between fluc- 
tuations in the note issues of British banks and 
fluctuations of British prices. As a question 
merely of fact, those who denied such a con- 
nection were always able to place their denial 
upon plausible grounds, from the lack of exact 
simultaneousness between the increase or de- 
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crease of bank notes and the rise and fall of 
prices, and by maintaining in respect to every 
movement of prices, that it was wholly the 
result of other influences than that of a change 
in the volume of bank notes, as doubtless it 
always really was in part. The most conspicu- 
ous of the writers on that side was Tooke, 
whose work on prices is still much read and 
quoted. The admirable vigor of his constitution 
enabled him to keep up a mischievous activity 
until an octogenarian age, and he was never at 
a loss for facts and figures tending to show 
that every given fluctuation in prices might be 
accounted for without reference to fluctuations 
in the bank - note currency. Tooke and the men 
of his school were beaten at last, not so much 
by what Bolingbroke called " examples" as by 
the logic of the case, which was invincibly 
against them from the first. Mankind, so long 
as they possess the capacity to reason, can 
never be made to doubt that the value of 
money must permanently depend upon the play 
of the forces of demand and supply, and that 
the demand being assumed to be the same, it 
will be more valuable when there is less of it, 
and less valuable when there is more of it. 

In the case of England, where no bank notes 
below five pounds, or twenty -five dollars, are 
in use, the currency is largely metallic, so that 
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the changes in the volume of bank notes which 
occurred prior to the Bank Act of 1844, affected 
the total volume of money, which influences 
prices, much less than the changes in the 
volume of bank notes have affected the total 
volume of money in this country, where such 
notes constituted, prior to the Civil War, nearly 
the whole money in circulation. 

Lord Overstone ( Thoughts on the separation of 
the departments of the Bank of England, 1840) 
says : 

Contraction of circulation acts — first upon the rate of in- 
terest, then upon the price of securities, then upon the mar- 
ket for shares — at a later period upon the tendency to enter 
into speculation in commodities — and lastly, upon prices gen- 
erally. These effects may be retarded or accelerated by other 
circumstances ; possibly they may not occur precisely in the 
manner here stated ; but this is something like the order of 
succession in which the effects of contraction are gradually 
developed. 

The case is similar, when the action is in the opposite 
direction ; that is, when the circulation is increasing. 

Interest is first affected ; speculation in commodities and 
prices are the last to be affected. 

The order of time in which the consequences 
of a contraction of the currency develop them- 
selves under ordinary circumstances may be 
such as Lord Overstone states it to be. But if 
he intended to suggest that there is any such 
connection between high current rates of inter- 
est and low prices of commodities, as there is 
between high current rates of interest and low 
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prices of interest - bearing bonds and shares, he 
was quite mistaken. The market value - of a se- 
curity, paying a fixed rate of income, depends 
directly upon the prevailing rate of interest. 
Such a security goes up as interest falls, and 
goes down as interest rises. Between the cur- 
rent rate of interest and the prices of commodi- 
ties there is no direct and necessary relation. 
It is true that in the first stages of a contrac- 
tion of the currency, the "two things, a rise in 
interest and a fall in the prices of commodities, 
CO - exist. But in the last stages of a contrac- 
tion of the currency, while the prices of com- 
modities will have fallen still lower, interest will 
not only have lost the rise which it experienced 
in the first stages of the contraction, but will 
have reached an extreme and abnormal degree 
of depression. All experience shows that this 
is the final effect of a contraction. It must be 
so, because a long - continued shrinking of the 
volume of money discourages productive enter- 
prise by steadily shrinking prices. At the end 
of such a movement of money, we find co- 
existing, not low prices of commodities and low 
prices of securities yielding a fixed income, but 
low prices of commodities and high prices of 
such securities. 

In fact, one of the causes of the increasing 
rates of interest at the beginning of a contrac- 



193 MONEY — REDEEMABLE BANK NOTES. 

tion of money, is the effort of the holders of 
property of all kinds to stave off the necessity 
of sales, by the use of their credit. As men 
are apt to believe what they desire, the major- 
ity of them suppose in such cases that the 
markets will soon rally, and that their interest 
lies, rather in borrowing money to enable them 
to hold their property, than in accepting the 
prices currently obtainable for it. 

In the Report (1877) of the United States 
Monetary Commission, pages 37 and 38, the fol- 
lowing observations are made : 

The mistake is often made, that prices are not controlled 
by the volume of money, because they have neither risen nor 
fallen concurrently with, nor in exact proportion to, the in- 
crease or decrease of such volume. . . . The entire 
property interests of a country are united in maintaining, and 
if possible, in advancing, the price of property, and in resist- 
ing to the uttermost any decline. A temporary maintenance 
of nominal prices, even in the presence of a shrinking volume 
of money, is especially practicable with injperishable property 
like real estate. When money begins to become scarce, by 
reason of a shrinkage in its volume, the first effect upon 
real estate is found to be, not a decline of its nominal price, 
but a diminution in the number of transactions. Market 
reports quote real estate " dull ; few sales, but prices firm." 
Nominal prices are unnaturally held up for a short 
period by the tenacity of owners who refuse to sell at lower 
figures. 

Among common, popular sayings, in respect 
to the effects of a contraction of money, one 
is, that labor is the first thing to fall and the 
last to rise and the other is, that real estate is 
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the last thing, either to fall or rise. The ob- 
servations of the United States Monetary Com- 
mission show why it is, that labor yields iirst, 
and real estate last, to the depressing influence 
upon prices of a contraction of money. Real 
estate, more readily than anything else, can be 
kept out of the market by resort to credit. 
The labor of the persons, too numerous in all 
countries, who possess nothing but their capa- 
city to work, is forced upon the market by the 
daily necessity for food, raiment and shelter, 
with more precipitancy than the most perishable 
commodity. As to which is the last thing to 
rise, whether labor or real estate, popular ideas 
seem to be discordant and contradictory. But it 
is at any rate plain, that labor cannot be the 
first thing to rise. An improvement of wages 
must be preceded by such an improvement of 
the prices of commodities as will revive pro- 
ductive enterprises and thereby augment the 
demand for labor. 

At the end of the annual special report for 
the United States Treasury Department for 1863, 
upon the condition of the State banks, will be 
found a tabular statement of their circulation, 
deposits and specie, on, or as near as possible 
to, the first day of January in each year from 
1834 to 1863, both inclusive. The statement 
illustrates the enormous range of the fluctuations 
13 
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in the volume of a redeemable bank - note cur- 
rency, which was restrained within no legally- 
fixed aggregate limits, and which was therefore 
always maintained at the maximum possible to 
be kept in circulation. This maximum, being 
determined by the current range of prices and 
by the conditions and demands of trade, was 
an increasing amount when prices were rising 
and business was active, and a diminishing 
amount when prices were falling and business 
was depressed. In that way, the bank - note cur- 
rency increased precisely when an increase was 
injurious, and diminished when a diminution was 
injurious, and thus aggravated and intensified 
whatever happened to be the fluctuation of 
prices at any given time. 

The Treasury report referred to gives for each 
year the computed population of the United 
States, and the per capita amount of the aggre- 
gate deposits and circulation of the banks, but 
not the per capita amount of the bank circula- 
tion by itself, which is, however, the most ma- 
terial of all the circumstances in , the case. I 
have therefore made the calculation of this last 
amount in the following table, which is in other 
respects transcribed from the Treasury report: 
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For some unexplained reason, the only return 
for the year 1852, given in the treasury report, 
is the amount per capita of the aggregate de- 
posits and circulation. 

In none of the twenty - eight years covered by 
the above tables was the bank circulation en- 
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larged, either in any important degree or for 
any considerable length of time, by suspensions 
of specie payments. The suspension of the New 
York banks on the tenth of May, 1837, was 
followed at once by that of all the banks in 
the country, but as it was the policy of the 
New York banks to resume within a year, as 
they in fact did, they proceeded at once to con- 
tract their loans and issues rather than to 
expand them, so that the ordinary consequences 
of a general bank suspension were not ex- 
perienced in that instance. There was another 
suspension, October, 1839, led by Biddle's insol- 
vent United States Bank, then operating under 
a State charter, which temporarily involved all 
the banks in Pennsylvania, and south and west 
of it, but there was no important resulting ex- 
pansion of paper circulation, inasmuch as the 
New York and New England banks adhered to 
specie redemption. In 1857 there was another 
suspension, originating in New York, and there- 
fore necessarily general, but it lasted for only 
a few weeks, and, like the suspension of 1837, 
was followed rather by a contraction than an 
expansion of paper issues. 

In respect to the above tables of bank circu- 
lation from 1834 to 1881, the following observa- 
tions are submitted to the consideration of the 
reader : 
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I. According to the view of many American 
authorities, there is no difference in real effect 
upon the volume of currency, between deposits 
in banks and their note issues ; the one being 
a demand debit against them inscribed upon 
their books, and the other being a demand debit 
against them evidenced by their notes, and the 
deposits being claimed to be as available as cur- 
rently - accepted moneys as the notes are. This 
view is, however, most commonly, and ought 
always to be, presented, subject to the exception 
of that always considerable part of the deposits 
in banks, which the depositors are practically 
restrained from using, whatever their strictly- 
legal rights may be. The larger part of depos- 
its in banks result from the discounts * they 
make, and as banks have the choice of the cus-' 

* The late Amasa Walker was a practical banker, as well 
as writer upon financial subjects. He says ( Science of Wealth, 
Part 2, Chapter 5 ) : 

" The customer may get his own notes, or the notes of 
others, discounted at the bank, and the amount is passed to 
his credit ; and this last is the origin of the greater part of 
all deposits. 

" Permanent, or compulsory deposits, made by business men 
wishing for bank accommodations, in order to secure larger 
loans, are not used at all by those who make them. They 
are made with the tacit understanding that they are to re- 
main in the bank, and not be drawn upon. They are made 
to secure favors from the bank, and in order to show a ' good 
account.' Banks are conducted wholly with reference to profit, 
and the most profitable accounts will secure the most liberal 
discounts." 
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tomers whose paper they will discount, they na- 
turally discount more freely to those who will 
agree, either expressly or tacitly, to leave in 
permanent deposit the greatest proportion of the 
proceeds of the discounted paper. The best Eng- 
lish authorities do not treat bank deposits, actual- 
ly as well as legally subject to demand calls, 
as having the same effect on the currency as 
bank notes. In respect to the points which I 
now propose to discuss, it is not important to 
determine what theoretical view upon that sub- 
ject is the right one. In point of fact, the fluc- 
tuations in the per capita amount of the aggre- 
gate of the deposits and circulation of banks, 
issuing notes without legal limit, always corre- 
spond very closely, although not exactly, with 
the fluctuations in the per capita amount of their 
circulation. They did so during the twenty-eight 
years covered by the tables just , given. They 
must commonly do so, from the nature of the 
case. The greater the abundanqe of money, the 
larger the deposits of it in banks must tend to 
be. 

2. During the twenty-eight years from 1834 to 
1 86 1, prices of commodities rose or fell as the 
per capita circulation of bank notes was expand- 
ed or contracted. When these note expansions 
and contractions were great and sudden, the 
fluctuations in the commercial markets had a 
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very wide range, at one time inciting intense 
speculative activities, and at another time bank- 
rupting or impoverishing everybody engaged in 
agricultural and industrial enterprises, and every- 
body, whether engaged in industrial enterprises 
or not, who became involved in time contracts 
to pay money. Passing over, for the present, 
the questions whether these expansions and con- 
tractions of the per capita volume of bank notes 
were the cause or the consequence, or in some 
proportion both the cause and consequence, of 
a rise and fall of the prices of commodities, it 
is easy to show that the two things were, as a 
matter of fact, substantially simultaneous. 

The most extreme fluctuation in the per capita 
volume of bank notes during the twenty-eight 
years was between the expansion known as that 
of 1835-6, and indicated in the tables given 
above by the figures of the circulation on the 
first of January in the years 1836 and 1837, 
and the contraction which reached its lowest 
point six and seven years later, and which is 
indicated by the figures of the circulation on 
the first of January in the years 1843 and 1844. 
It is, without doubt, greater than any fluctua- 
tion which ever occurred at any period, or in 
any country, in the volume of bank notes both 
legally and actually redeemable in coin. The 
circulation, which in the two years of the great- 
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est expansion averaged $9.34 per capita, fell in 
the two years of the greatest contraction to an 
average of % 3.53 per capita. Comparing the sin- 
gle year of the , greatest expansion with the 
single year of the greatest contraction, there was 
a fall in circulation per capita from $9.52 to 
$3.14, or slightly more than two -thirds. And it 
must not be forgotten that at those dates there 
was very little coin outside of bank vaults, and 
that this shrinkage of two -thirds in the volume 
of bank notes indicated very nearly as great a 
shrinkage in the total volume of money in the 
country. 

In respect to prices in the New York market 
from 1834 to 1859, they were, with brief and 
unimportant exceptions, what are called specie 
prices. Of the two suspensions by the New 
York banks during that period, the first one, 
occurring May 10, 1837, lasted only a year, and 
the banks, as already noticed, commenced at 
once to contract their discounts, so as to keep 
their currency close to specie, preparatory to 
resumption at the end of the year. The suspen- 
sion of 1857 was an affair of weeks, and at- 
tended with no depreciation of currency rela- 
tively to the metals. 

In the Treasury report of 1863 tables are 
given of the average wholesale prices in the 
New York market of ten articles ( cofiee, leather, 
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molasses, mess pork, cheese, rice, salt, sugar, 
tobacco, and wool), from 1834 to 1859, both in- 
clusive. In the following tables I have given, 
in connection with the figures of the average 
prices for each year, the circulation per capita 
on the first day of January of the same year : * 
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The average price of ten articles, as given 
above, from the Treasury Report of 1863, indi- 
cates a fall from $28.40^^ in 1837 to an aver- 
age of $14.36 during the three years 1842, 1843, 

* The averages of prices, as given from the Treasury Re- 
port of 1863, are obtained in the way which, until recently, 
has been most usual with statisticians. The prices of articles, 
following the units of quantity by which they are commonly 
sold, as tons, pounds, yards, bushels, etc., are added up for 
the different years to be compared, and the results are di- 
vided by the number of the articles. The effect of that 
method is to give to each article an equal influence in deter- 
mining fluctuations in prices, whereas there is a great differ- 
ence in the aggregate values of the articles produced or 
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and 1844, and fixes 1842 as the year when the 
absolutely lowest point ( $ 13 . 80^ ) was reached. 
In the New York Public of May r8, 1876, 
there is a statement of the average wholesale 
prices in New York of certain leading articles, 
which makes a fall from May i, 1837, to May 
I, 1843, from 126 to 78, Or 38.10 per cent. 
The Public of a later date (June 27, 1878) 
gives figures showing that the same quantities 
of twenty important articles could have been 
bought at wholesale in New York for $1,952 on 
the ist of May, 1837, and for $1,206 on the ist 
of May, 1843, which makes a fall of 38.22 per 
cent., instead of the fall of about fifty per cent, 
which is deducible from the figures of the 

purchased in different countries. It gives an equal influence, 
for example, to a fluctuation in the price per pound of bees- 
wax, as to a fluctuation in the price per pound of cotton. 
In 1876, Mr. Grosvenor, an ingenious American financial 
writer, and for several years past editor of the New York 
Public, introduced the principle of deducing the average of 
prices, not from the prices of quantities of articles correspond- 
ing with the units of measure or weight by which they are 
commonly sold, but from the prices of quantities " measurably 
proportioned" to quote his own words, " to the quantities of 
each produced or purchased annually in this country." Mr. 
Grosvenor's principle has been much commended in Europe 
and in this country by persons skilled in such matters, and 
it is regarded as an important contribution towards accuracy 
in comparing prices at different periods. I regard the New 
York Public's comparison of prices at different times, as the 
best within reach, not merely from the improved principle 
upon which they are constructed, but from the wide range in 
the number of articles compared. 
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Treasury Report of 1863. The Public, which has 
from time to time enlarged and revised its 
tables, has always found that the lowest depres- 
sion was in 1843, and not in 1842. * 

In respect to the years subsequent to 1843, 
the figures based upon the prices of ten articles, 
already quoted from the Treasury Report of 
1863, show a gradual recovery which culminated 
in 1856 and 1857, and was followed by another 
depression in 1858. Of this recovery, one of 
the causes, coming into operation after 1849, 
was manifestly the new gold from California 
and Australia, but the recovery was accompanied, 
at any rate, by a gradual enlargement of the 
per capita circulation of bank notes, which aver- 
aged $7.31 during the four years 1854-5-6-7, 
as compared with an avefage of $ 3 . 56 during 
the three years 1842-3-4. So also, the depres- 
sion of prices in 1858 as compared with prices 
in 1857, which was from $25.13^^ to $21.92, 
according to the figures of the Treasury Report 
of 1863, was accompanied by a shrinkage of the 

* From the Public of January i, 1880 : November i, 1878, 
was low -water mark for the last half of the century in res- 
pect to prices, as April i, 1843, was for the first half. The 
decline which had commenced before the panic (in May), 
1837, culminated early in 1843. Nor were the prices of 1878 
at any time so low, on the whole, as those of 1843. The 
decline at that period was in a less degree checked by active 
foreign trade, and the prostration of domestic industry was 
more severe than it has been at any time since. 
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per capita circulation of bank notes from $7-48 
to 1 5.26. 

The statement that average prices in New 
York during 1858 fell, as compared with average 
prices in 1857, in the proportion of $25.13}^ 
to $21.92, gives an inadequate view of the fall 
in prices which attended the revulsion of 1857, 
as there was a large fall during the year 1857. 
On pages 100 to 102 of the American Almanac 
for 1880, will be found a table sbowing that 
the highest and lowest prices of twenty -five ar- 
ticles in the New York market during the year 
1857, differ in the proportion of $201.28 to 
$154.43, which roughly indicates the fall during 
that year, although doubtless somewhat exag- 
gerating it. 

The average wholesale prices, for four succes- 
sive periods of six years each, of ten other ar- 
ticles in the New York market (corn, anthracite 
coal, Liverpool coal, salted fish, pig lead, sperm 
oil, tallow, mess beef, lard, and clover seed), 
taken from the Treasury Report of 1863, in con- 
nection with the average per capita circulation 
of the • banks on the first day of January dur- 
ing the same four periods, confirm in a general 
way the conclusions to be drawn from the pre- 
ceding table, in which prices and bank circula- 
tion are given for each separate year. 
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A verage CirculaiioTl 

Periods of six years. prices. per capita. 

From 1834 to 1839, both inclusive. $72.51 .... $7.94 

From 1840 to 1845, both inclusive. 52-97 ..-. 4-7& 

From 1846 to 1851, both inclusive. 54.08 .... 5.57 

From 1852 to 1857, both inclusive. 69-77 .... 6-99 



CHAPTER XII. 

Error of Adam Smith's theory, that redeem- 
able BANK NOTES CANNOT INCREASE THE VOL- 
UME OF MONEY. That theory opposed by 
Thornton, Ricardo, and others, and defi- 
nitely ABANDONED IN THE BRITISH BaNK ACT 

of 1844. 

The system of redeemable bank notes, of which 
we have had so long and deplorable an experi- 
ence in this country, has never been reduced to 
practice in any important degree in Europe, 
outside of Great Britain, and was there definitely 
abandoned in 1844, and with no apparent pros- 
pect of being again revived. The theory upon 
which it rests, although it was not the inven- 
tion of Adam Smith, was stated by him at con- 
siderable length in his Wealth of Nations, first 
printed in 1775-6, and his arguments in support 
of it are the ones which have been used with 
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very little variation or addition to the present 
time. He is the authority constantly invoked on 
that side of the question, and the great and 
deserved weight of his name has been ' an im- 
portant circumstance in recommending it to 
the favor of English-speaking peoples. In the 
famous Bullion Report (i8io) made to the 
British Parliament, his view that redeemable 
bank notes in no way affected the quantity, and 
therefore in no way affected the value, of 
money, was treated as a well - settled truth. 
And still nearer to our own times, in 1840, 
when Samuel Jones Lloyd (afterwards known, 
and now always referred to, as Lord Overstone ) 
was endeavoring to convince a Select Committee 
of the British House of Commons on Banks of 
Issue, of the mischievous nature of bank notes 
as then issued and regulated in Great Britain, 
he was confronted by the reading, by one of 
the Committee, of Smith's defence of them, as 
a conclusive ending of the whole controversy. 
Lord Overstone replied in substance that no 
authority could uphold a demonstrated error ; 
that the fact of the general wisdom of Adam 
Smith was quite consistent with his having made 
many and serious mistakes ; and that mankind 
were constantly being educated by experience, 
and especially in respect to commerce, the ex- 
pansion of which was the great feature of these 
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latter days, and in respect to money, the most 
important tool of commerce. 

As the views of Adam Smith in respect to 
redeemable bank notes exerted so controlling an 
influence in Great Britain for half a century, 
and even now still prevail very largely in this 
country, it is necessary and proper to exhibit 
them in his own language. 

In his Wealth of Nations, Book 2, Chapter 2, 
he says : 

The whole paper money of every kind which can easily 
circulate in any country, never can exceed the value of the 
gold and silver, of which it supplies the place, or which 
(the commerce being supposed the same) would circulate there 
if there was no paper money. If twenty - shilling notes, for 
example, are the lowest paper money current in Scotland, the 
whole of that currency which can easily circulate there, can- 
not exceed the sum of gold and silver which would be neces- 
sary for transacting the annual exchanges of twenty shillings' 
value and upwards, usually transacted within that country. 
Should the circulating paper at any time exceed that sum, as 
the excess could neither be sent abroad nor be employed in 
the circulation of the country, it must be immediately re- 
turned upon the banks to be exchanged for gold and silver. 
Many people would immediately perceive that they had more 
of the paper than was necessary for transacting their business 
at home, and as they could not send it abroad they would 
immediately demand payment of it from the banks. 

Further on in the same chapter he says . 

A paper money, consisting in bank notes, issued by people 
of undoubted credit, payable upon demand without any con- 
dition, and, in fact, always readily paid as soon as presented, 
is, in every respect, equal in value to gold and silver money, 
since gold and silver can at any time be had for it. What- 



208 MONEY — REDEEMABLE BANK NOTES. 

ever is either bought or sold for such paper must necessarily 
be bought or sold as cheap as it would have been for gold 
or silver. 

The increase of paper money, it has been said, by aug- 
menting the quantity and consequently diminishing the volume 
of the currency, necessarily augments the money price of 
commodities. But as the quantity of gold and silver which is 
taken from the currency is always equal to the quantity of 
paper which is added to it, paper money does not necessarily 
increase the quantity of the whole currency. 

The last proposition is illustrated by him in 
the following way : 

The proportion between the price of provisions in Scotland 
and that in England is the same now as before the great 
multiplication of banking companies in Scotland. Corn is, 
upon most occasions, fully as cheap in England as in France, 
though there is a great deal of paper money in England, and 
scarce any in France. 

Nothing can be more plainly true than that 
paper professedly and actually redeemable, and 
when the credit of the issues is " undoubted," or, 
in other words, universally confided in, must be 
as valuable as a purchasing medium in the 
market as gold and silver. Being as valuable, 
it would by most persons be preferred, from 
its easier portability and other considerations of 
convenience. But Smith seems never to have 
conceived the possibility of its being also true 
that while the parity of the paper and of the 
metals might be perfectly preserved, they could 
both be depreciated by there being a greater 
quantity of the mixed paper and metallic money 
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than there had previously been of the metallic 
money alone. 

The reasons he assigns for believing that no 
such increase of quantity would take place will 
not, however, bear the test of any tolerably 
close examination. 

In saying, as he does say, that " the commerce 
being supposed the same" no more money can cir- 
culate at one time than at another, he fails to 
see that the quantity of money in use depends 
as much upon the scale of prices as upon the 
number and nature of the transactions. If a 
country could be surrounded with a Chinese 
wall, successive additions to its currency might 
be made ad infinitum; but it would be as scarce, 
in the sense of being difficult to be obtained, 
as it was at the beginning. The increased money 
would be absorbed in increased prices. Nobody 
would perceive that he had too much, and 
nobody would, in fact, have too much, having 
regard to the new scale of valuing land, labor, 
and commodities. Nobody ever had too much 
money, or is ever likely to have too much. 
However it may have been in the poetical ages 
of Arcadian simplicity, it is certain that in the 
present prosaic ages of commerce and financing, 
the wealthiest men are forced by the lack of 
money, in respect to the purchases and invest- 
ments which are offered, to make a choice, and 
14 



210 MONEY — REDEEMABLE BANK NOTES. 

not always an easy one, according to the vary- 
ing degrees of attraction which they present. 

Musgrave {Studies in Political Economy, 1875) 
says : 

The time has not come in any place with which I am 
acquainted, when any one will declare that he has no use for 
more money. That period can only arrive when any one 
has more than he wants of every other article that can be 
purchased with gold. 

The United States Monetary Commission ( Re- 
port 1877, pages 8 and 9) point out accurately 
the difference between the effect of an overplus 
of commodities and the effect of such an in- 
creased supply of money as may be for the 
moment an over supply. They say that "an 
overplus of a commodity manifests itself in a surplus, 
for which there is no effective demand, and which 
must be carried as a dead weight" whereas in the 
case of money, " whatever the supply may be, there 
is no part of it which is a surplus or dead weight. 
It is all wanted, and all wanted alike." And as 
illustrating how speedily the demand for money 
always comes up to any increased supply, by 
raising prices and by stimulating industry and 
trade, they add : 

, The extraordinary gold production in California and Aus- 
tralia was quickly followed by a new demand for money, which 
arose from the business activity and prosperity which always 
attend an increase of money. This demand soon overtook the 
new supply. 

These considerations abundantly justified the 
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United States Monetary Commission in adding 
( Report, page 9 ) : 

The demand for money is univarsal, constant and insatiable. 
Nobody ever had so much as to feel a loss or even a dimi- 
nution of the desire for more. In business transactions it is 
never voluntarily parted with, except virith the hope of its re- 
turn, and with a profit. The effective demand for it, or, in 
other words, that demand which is accompanied by an ability 
to offer equivalents, is only limited by the extent of all the 
possessions of mankind, fixed and movable, and their total 
capacity to render services. 

And, inasmuch as mankind have never failed, 
and never will fail, to advance the prices of 
their "possessions fixed and movable," and of their 
"capacity to render services" in the same propor- 
tion in which the volume of money is augment- 
ed, the day will never come when the " univer- 
sal, constant, and insatiable demand for money " will 
be over supplied. 

William H. Crawford, Secretary of the United 

States Treasury (^Report on the Currency, 1820) 

says : 

Every addition made to the currency by the issue of bank 
notes changes the relation which previously existed between 
the volume of the currency and the amount of the commodi- 
ties which are to be exchanged through its agency. 
Such an increase will be followed by a general rise in the 
value of all articles, especially of those which cannot be ex- 
ported. 

Condy Raguet {^Currency and Banking, 1839) 
says : 

As soon as time has been afforded for that general rise 
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in the prices of property and commodities, which is insepar- 
able from increased issues of paper after it has become dif- 
fused throughout the circulation, the plenty disappears. 
It requires, at the new prices, the whole existing quantity of 
currency to circulate the commodities which at the old prices 
were circulated by the original quantity, and a scarcity of 
money is just as likely to be felt under a depreciated cur- 
rency as under a sound one. The case is precisely the same 
as would exist if all the specie in the world were suddenly 
doubled. Money would be no more plenty than before, for 
the simple reason that the prices of property and commodi- 
ties would be expressed by double the number of coins. 



And if by possibility some small interval of 
time might elapse before the addition of a new 
paper money to an old coin, money caused a 
corresponding advance of prices, and if by pos- 
sibility money might be perceived to be during 
'• this small interval unusually abundant, there is 
no reason for saying that the holders of the 
paper portion of the money would " immediately 
demand payment of it from the bamks." It is of 
no consequence whether they want it for a 
known present use, or keep it for a future use, 
known or unknown. They would be influenced 
in either case by the same preference for it 
over the metals, so long as the credit of the 
paper remained " undoubted." Demand for the re- 
demption of bank notes of "undoubted credit," only 
comes after such notes have been in use long 
enough and in quantities large enough, to • so 
raise prices as to create a balance of foreign 
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trade adverse to the country permitting the un- 
restrained issue of such notes. It is then, and 
not before, that bank notes are presented for 
redemption, whether the credit of the issues is 
doubted or undoubted, and for the sufficient 
reason that specie will pay debts to the foreign- 
er, while bank notes will not. That is an as- 
pect of the case which Smith entirely over- 
looked, but which the wider and more active 
movements of commerce since his time have 
made entirely familiar in the experience of man- 
kind. 

That Smith's attention was never drawn to 
the international . effects of the issue and use of 
bank notes in a particular country, is manifest 
from his citing as proofs that such notes do 
not increase the currency and prices of the 
issuing country, the fact that the then current 
comparatively larger note issues in Scotland had 
not changed the previously existing proportion 
between English and Scotch prices of pro- 
visions, and the other fact, that corn was ordi- 
narily quite as cheap in England, which used 
"a great deal of paper" as in France, where 
" scarce any " was used. He clearly had not the 
slightest conception that anything done in Scot- 
land, in the way of substituting paper for coin, 
could affect England, or that anything done in 
that way in England could affect France. He 
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contented himself with laying down the doc- 
trine, that just as many metallic pounds in 
Scotland were expelled from the Scotch cur- 
rency, as there were paper pounds added to it. 
What became of the metallic pounds expelled 
from Scotland, and whether they might not be 
producing an effect upon prices elsewhere, he 
did not stop to inquire. What he noticed as a 
fact of observation was, that the relative pro- 
portion of prices as between countries on the 
metallic basis did not seem to be affected by 
their using different proportions of redeemable 
paper in their currencies, and he jumped to the 
conclusion that it was thereby proved that re- 
deemable paper added nothing to the volume of 
the currency or to the prices of the country 
issuing the paper. The true explanation of the 
fact observed by Smith is, not that there is in 
the countries issuing paper no increase of cur- 
rency and prices as the result of the issue of 
paper, but that there will be in the end a cor- 
responding increase of currency and prices in 
all other countries on the metallic basis, so that 
the old relation of prices between the issuing 
country and other countries on that basis will 
not be permanently changed. There is a certain 
necessary relation between the prices of Scot- 
land and England, and it is a very close rela- 
tion, because they are adjoining countries, and 



MONEY— REDEEMABLE BANK NOTES. 215 

the intercourse between them encounters no legal 
and very little physical obstruction. If England 
should adopt an exclusively metallic currency, 
and if Scotland should entirely expel gold and 
silver by the issue of one -shilling notes, the 
present relation of Scotch and English prices 
would continue so long as the Scotch one- 
shilling notes were actually kept at the metallic 
standard by redemption, or in any other way. 
There is also a certain necessary relation be- 
tween the prices of England and those of France, 
and indeed those of all other nations on the me- 
tallic standard, which is as fixed and controlling, 
although not so close, as the relation of prices 
between the different parts of the same country. 
As we have seen, the increase of redeemable 
bank notes of " undoubted credit " is finally 
checked, not because the currency of a country 
( " the commerce being supposed the same " ) will not 
admit of indefinite additions, which will be 
absorbed by an augmentation of prices, but 
because augmented and augmenting prices end 
at last in foreign debts, which cause bank notes 
to be presented for redemption. That is the 
limit to redeemable bank notes, and it is by 
understanding the exact nature of that limit, 
that we shall be able to understand how inher- 
ently and hopelessly unsound a redeemable 
bank - note circulation must always be. 
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If the limit to the possible circulation of bank 
notes was, that it must always be such as would 
be consistent at every given time with the 
equilibrium of money and prices between the 
country permitting the issue of the notes and 
other countries on the metallic standard, it would 
be a limit quite free from objection, because it 
would preserve as great a degree of steadiness 
in the volume of money and in prices as is 
possible with a metallic standard. But the real 
nature of the limit is, that it need be only 
such as is consistent with the maintenance in 
the long run of the equilibrium of money and 
prices between the country in which redeemable 
bank notes are issued and other countries on 
the metallic standard, and it admits of such 
expansions of the volume of bank notes as will 
cause large outflows of specie, followed by con- 
tractions which will cause corresponding inflows 
of specie. It is an inherent tendency of bank 
notes to expand, until an outflow of specie 
does occur, and the subsequent contraction is 
equally inevitable so long as the issues are 
governed by the determination to maintain their 
redeemability. And, hence, we see in countries 
under the bank - note regime, the most extreme 
alternation in the balances of the foreign mer- 
chandise trade, and in the movements of specie 
inwards and outwards, by which such balances 
are commonly adjusted. 
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Without multiplying instances of the effect, as 
a matter of fact, of changes in the balances of 
foreign trade, caused by expansions and con- 
tractions of bank notes, it will be sufficient to 
compare the foreign trade of this country for 
the three years ending June 30, in 1835-6-7, 
when the bank - note circulation averaged $8.56 
per capita, with the three years ending June 30, 
in 1842-3-4, when the bank-note circulation 
averaged $^3.89 per capita: 





Imports^ less 


Exports of 




foreign merchandise 


domestic 




re - exported. 


merchandise. 


1835... 


$ 122,007,974 


$100,459,481 


1836.-.. 


158,811,392 


106,570,942 


1837... 


113,310,571 


94,280,895 


1842... 


87,996.318 


91,799,242 


1843... 


37,294,129 


77,686,354 


1844. . . 


96,390,548 


99>53i.774 



During the first three years the aggregate 
adverse balance was $92,820,619, and the aver- 
age annual adverse balance was $30,940,206. 
During the second three years the aggregate 
favorable balance was $47,346,565, and the av- 
erage annual favorable balance was $15,782,188. 
During the year (1843) of the greatest contrac- 
tion of bank notes and depression of prices, the 
net import of foreign merchandise was less than 
a fourth of what it was in 1836, and the 
export of domestic merchandise was more than 
double the net import of foreign merchandise. 
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It is almost' difficult to conceive of the violence 
of the disturbance of the equilibrium of money 
and prices between this country and the coun- 
tries with which we trade, both at the period 
of bank-note expansion (1835-6-7) and at the 
period of bank-note contraction (1842-3-4), 
and yet those disturbances were consistent with 
the maintenance of that equilibrium in the long 
run, which the continuous redeemability of bank 
notes requires. 

Near the end of the chapter in the Wealth 
of Nations, in which the author treats of bank 
notes, will be found the following, which may 
suggest a partial solution of the amazing errors 
into which he fell on that subject : 

The proportion between the value of gold and silver and 
that of goods of any other kind depends in all cases, not 
upon the nature and quantity of . any particular paper money, 
but upon the richness or poverty of the mines, which happen 
at any particular time to supply the great market of the 
commercial world with those metals. It depends upon the 
proportion between the quantity of labor which is necessary 
to bring a certain quantity of gold and silver to market, and 
that which is necessary in order to bring thither a certain 
quantity of any other sort of goods. 

Here we find him assuming that the value of 
gold and silver, used as a means of purchasing 
commodities, is determined, "in all cases" by the 
amount of labor necessary to bring those metals 
to market at the time of such use as a pur- 
chasing medium, as compared with the amount 
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of labor necessary to bring to market the things 
purchased. On that view he concludes that it 
is impossible that the value of gold and silver 
can be affected by " the nature and quantity of 
any particular paper money." While he thus erro- 
neously assigns to the precious metals a value 
depending solely upon the cost of production, 
he was nevertheless aware that the value of 
money depends upon its volume. In order, 
therefore, to maintain that redeemable bank 
notes do not reduce the value of money, he 
was obliged to maintain that they do not in- 
crease its volume, but merely supply the place 
of an equal quantity of previously current coins. 
The value of gold and silver is really deter- 
mined, as the value of everything else is 
determined, by the proportion between the sup- 
ply and demand. The supply is the total stock, 
including the accumulations of ages, and is very 
little and very slowly affected by the current 
annual production, or by the current cost of 
production. The dominating element in the de- 
mand for them arises from their use as money, 
and it is thus true that the value of coins con- 
trols and fixes the value of the bullion which 
constitutes their material. And to whatever 
extent currencies kept at the metallic standard 
are enlarged in volume by paper, they must be 
reduced in value, and from this reduction the 
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coin part of such currencies cannot by any pos- 
sibility escape. 

Condy Raguet (^Currency and Banking, 1839,) 
says ; 

So long as bank notes are convertible into coin on de- 
mand, they are liable to depreci.ation, or a fall in value, in 
common with the gold and silver for which they are inter- 
changeable, from all the causes which we have shown capable 
of producing that effect upon a currency purely metallic. But, 
in additioji to this, they are susceptible themselves of depre- 
ciation from excessive issues, and in such event involve the 
metallic portion of the currency in the same depreciation. 

During the twenty years of controversy in 
Great Britain, which preceded Peel's Bank Act 
of 1844, the supporters of Adam Smith's doc- 
trines in respect to redeemable bank notes in- 
vented only one new argfument or theory in 
support of them. With that exception, they con- 
tented themselves with either quoting his exact 
language, or with setting out his ideas in new 
forms of words. 

Persons who lack the time, or disposition, to 
read over any considerable portion of the books 
and pamphlets to which this controversy gave 
rise, will find a very fair and intelligible ac- 
count of it in McLaren's History of the Currency, 
published at the beginning of 1858. McLaren 
was himself a supporter of Smith's opinions, 
but he seems disposed to report impartially 
what was said on both sides. On the side of 
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the theory that redeemable bank notes cannot 
augment the volume of money, or (in any ap- 
preciable degree) increase prices, he reports the 
following views : 

Page 285. — Mr. Tooke, Mr. FuUarton, and Mr. Wilson 
consider money as possessing intrinsic value as a commodity 
and exchanging with goods according to that value, and 
not merely in accordance with the number of pieces at the 
time. ^ 

Page 289. — Mr. Tooke and his friends say that, as a gen- 
eral principle, a currency of notes, convertible for gold, must 
always be of the same value, indeed of the same amount as 
a metallic currency, because notes will be exchanged for gold 
immediately that they lose a part of their value. If the cur- 
rency were effected by the issue of notes, it would probably, 
as here supposed, not be much increased, because the bullion 
would leave it as fast as the notes were issued. 

Page 223. — As to the view that our whole currency may 
become redundant, as compared with that of other nations, 
Mr. Wilson says that the cost of the exportation of bullion 
is a mere trifle ; that, in consequence, the exportation would 
begin immediately that our currency began to become redund- 
ant, and thus any perceptible rise of prices on that account 
would be prevented. 

Page 213. — Mr. Fullarton, like Mr. Wilson, denies that 
over -issues of convertible bank notes are possible. 

Page 289. — But, leaving the general case, they [Tooke and 
his friends] maintain that no issue of our notes can affect 
prices, as the notes are not for the same amount as the 
money of the country, nor capable of being used for the 
same purposes as the gold, by which all retail transactions 
are conducted, and prices, so far as they depend upon the 
currency, determined. There seems great force in this argu- 
ment ; for if prices between the retail dealers and their cus- 
tomers are limited by the value of gold, how can they be 
maintained at a higher rate in the wholesale transactions, in 
which the retailers purchase their goods. 
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The modern upholders of the opinions of 
Adam Smith do not seem to have added any- 
thing to his arguments in support of them, ex- 
cept the suggestion that the wholesale prices of 
commodities depend upon the prices paid at re- 
tail, and that if bank notes are restricted, as in 
England, to denominations higher than such as 
are commonly used in retail transactions, they 
can have no effect upon retail prices, and there- 
fore none upon wholesale prices. 

If there is any force in this suggestion, it 
really tends quite as strongly to prove that 
English prices depend upon the English sub- 
sidiary silver coins, as that they depend upon 
the English gold sovereigns and half sovereigns. 
Vast numbers of Englishmen never handle either 
paper or gold, and a considerable portion of 
the English retail trade is carried on with sil- 
ver shillings and other silver coins. 

All the moneys used in England — gold, silver 
and paper — are of the same value. The differ- 
ences between them are of denominations only, 
and have no relation to the diversity of the 
materials out of which they are manufactured. 
Englishmen meet with no difficulty in buying a 
five -shilling article with a five -pound note, or 
in making a fifty -pound purchase, or in paying 
a fifty -pound debt, with gold sovereigns. The 
interchangeability in use, in wholesale and retail 
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transactions, of all the moneys, encounters no 
practical obstruction whatever. 

But instead of its being true that retail prices 
govern wholesale prices, exactly the contrary is 
true, and the common understanding of mankind 
is that exactly the contrary ought to be true. 
Retailers themselves always justify their own 
prices as being as low as they can make them, 
consistently with the wholesale cost of the arti- 
cles they deal in, with the addition of any 
reasonable retail profit. The cost at which re- 
tailers purchase goods has the same kind and 
degree of control over the prices at which they 
sell, as the cost of production has over the 
prices of the producers. 

It is, however, of no consequence, which class 
of prices controls, if either does control the 
other. The moneys in which goods are paid for 
at either wholesale or retail, are kept at a parity 
of value in all countries which are tolerably 
well governed, and all descriptions of money 
are indifferently used more or less, and under 
no other limitations than those of convenience, 
in transactions of all kinds,- large and small. 

At the very beginning of this century, in 
1802, in Thornton's Inquiry into the Nature and 
Effects of the Paper Credit of Great Britain, the 
error of Smith, that redeemable bank notes 
cannot increase and depreciate a metallic cur- 
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rency, was intelligently pointed out, as appears 
from the following account given by McLaren 
( page 90, of his History, &c. ) : 

Mr. Thornton, in opposition to Dr. Smith, maintains that 
a currency of notes, convertible at will for gold, may be de- 
preciated by too copious an issue below the value of a 
metallic currency, and that prices will be raised by such de- 
preciation. It is, he. maintains, this rise in prices, and not 
the filling of the channel of circulation, which turns the ex- 
changes against us, and drives the gold out of the country. 
He says that it is not possible for the channel of the circu- 
lation to become too full, as stated by Dr. Smith, but that 
every increase of paper enhances the prices of goods of all 
kinds, which advanced price affords employment for a larger 
quantity of circulating medium, so that the circulation can 
never be over full. 

Ricardo, who took a leading part in these 
discussions during the first quarter of the cen- 
tury, saw even more clearly than Thornton did, 
that while paper convertible into coin could 
never depreciate below coin, it was the com- 
bined mass of such paper and of coin which 
determined the quantity of the currency and 
thereby determined its value ; that such paper 
might depreciate the whole currency, including 
the coins, and make it redundant as compared 
with the currency of other countries on the me- 
tallic basis ; and that this redundancy must first 
manifest itself in an excess of prices, relatively 
to the prices of other countries on the metallic 
basis, before it would be corrected by an export 
of coin. 
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The merit of discovering a remedy for the 
mischiefs pointed out by Thornton and Ricardo 
is due to the next generation of British finan- 
cial reasoners, who, during the middle of the 
century, forced the passage of the Bank Act of 
1844, and sustained it against persistent assaults 
made after it was passed. The guidance of this 
crowning reform was in the firm hands of Lord 
Overstone, who, to great abilities, united an un- 
shaken and somewhat imperious will. He and 
his coadjutors saw clearly, that to issue circu- 
lating paper is to create money ; and that the 
tendency of redeemable bank notes to ruinous 
alternations of excess and deficiency is inherent 
and irremediable, so long as the amount to be 
issued is controlled, either by the arbitrary dis- 
cretion of bankers, or by the wants of trade 
operating through any form of connection be- 
tween the issue of paper and the ordinary and 
proper business of banking, such as loaning 
money, receiving deposits, and discounting notes. 
The plan which they devised and carried through 
was not a plan of reforming a system too com- 
pletely rotten to be susceptible of reform, but 
to revolutionize it from the bottom, and to 
substitute a system under which all that part of 
the paper circulation intended to be convertible, 
or in respect to which there' was any reason- 
able possibility of its conversion being demanded, 
15 
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should represent an equal amount of the metals, 
so that under all circumstances the total cur- 
rency of coin and paper should fluctuate in 
volume only as an exclusively metallic currency 
would fluctuate. 



CHAPTER XIII. 

No FIXED PROPORTION OF SPECIE TO CIRCULATION 
EVER MAINTAINED IN THIS COUNTRY. FALLACY 

OF Daniel Webster's opinion that such a 

PROPORTION would MAKE THE VOLUME OF 
MONEY STEADY. 

The theory in respect to bank notes which has 
been generally taught, and which has generally 
prevailed in this country, as it did in Great 
Britain until the passage of the Bank Act of 
1844, has been, that the only safeguards required 
were those which secured, or were supposed to 
secure, the constant convertibility of the notes 
into specie. By most persons, both the liability 
of such a currency to fluctuations in its volume, 
and the mischiefs arising from such fluctuations, 
have been overlooked. Others, by whom the 
liability to fluctuations has not been overlooked, 
have persuaded themselves, that if the continu- 
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ous redemption of bank notes is efficiently se- 
cured, the possible variations in their amount 
will be beneficial, rather than harmful, because 
controlled by the varying wants of trade. 
Hence, no restraints upon the aggregate quan- 
tity of bank notes ( except one in respect to 
the National banks which was very soon re- 
moved ), and no fixed relation of such notes to 
a specie basis, have ever been enforced by law 
in this country, as they had not been in Great 
Britain before 1844. More or less specie has 
always been kept on hand by the banks in this 
country, but the amount has been determined 
by their own prudence, and upon their own 
view as to what was required, from time to 
time, to meet the obligation to redeem their 
notes on demand, and in general they have 
relied in respect to that, not upon specie actu- 
ally on hand, but mainly upon keeping their 
assets in readily available forms. To - day, it is 
the current idea of the bankers of the United 
States that the true basis of bank notes — 
insuring their convertibility and sufficiently regu- 
lating their quantity — is the volume of com- 
mercial paper originating in actual business 
transactions and discounted by the banks. 

But what I propose now to consider is the 
more plausible, and therefore more dangerous, 
theory, that serious fluctuations in the quantity 
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of bank notes may be guarded against by lim- 
iting them to a fixed proportion to a specie 
basis. 

During the years 1835 and 1836 there had 
been witnessed in the United States an inflation 
of redeemable bank notes and of prices, accom- 
panied with a wildness of speculation, never 
witnessed before or since in this country, and, 
perhaps, never in any country. This inflation 
came to an end in a genefral suspension of 
specie payments on the loth of May, 1837. 

In this condition of things, Daniel Webster, 
in a speech in the United States Senate, De- 
cember 21, 1836, made the following observa- 
tions : 

I admit that a, currency partly composed of bank notes 
has always a liability, and often a tendency, to excess. 

I am of opinion, even, that the convertibility of bank notes 
into gold and silver, although it be a necessary guard, is not 
an absolute security against an occasional excess of paper is- 
sues. 

I believe, even, that the confining of discount to such notes 
and bills as represent real transactions of purchase and sale, 
or to real business paper, as it is called, though generally a 
sufficient check, is not always so ; because I believe there is 
sometimes such a thing as over - trading and over - produc- 
tion. 

What then, it will be asked, is a sufficient check ? I can 
only repeat what I have before said, that it is a subject 
which requires the constant care, watchfulness and superin- 
tendence of Government. 

Later on we find him in the United States 
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Senate, March 12, 1838, making the following 
observations : 

I hold it to be of the utmost importance to prove, if it 
can be proved, to the satisfaction of the country, that a con- 
vertible paper currency may be guarded against probable dan- 
gers. . . . There is a liability to excessive issues of paper 
even while paper is convertible at will ; of this there can be 
no doubt. This renders it necessary that they should be reg- 
ulated and controlled. The question is. By what rule? To 
this I answer. By subjecting all banks to the rule which the 
most discreet of them always follow — by compelling them to 
maintain a certain fixed proportion between specie and cir- 
culation, without regarding deposits on one hand, or notes 
payable on the other. 

It abundantly appears from the whole context 
of this speech of March 12, 1838, that the dan- 
ger against which Mr. Webster was looking for 
a safeguard was not the insolvency of banks 
as respects the redemption of their notes, but 
irregularity in the volume of the currency fur- 
nished by them, and especially excessive issues. 
He decisively rejected, both the delusive teaching 
of Adam Smith, that actually redeemable bank 
notes cannot make the currency redundant, or 
even increase it at all, and the more modern 
theory, that the wants of trade, as indicated by 
the offers for discount of ^^ real business paper" 
are a reliable regulator of bank - note issues. 
In March, 1838, he supposed that he had discov- 
ered what he had evidently not discovered in 
December, 1836, that the true and efficient regu- 
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later was a '■'■certain fixed proportion between specie 
and circulation." 

In order that this "certain fixed proportion" 
should be at all times maintained, it is, of 
course, necessary that the circulation should be 
reduced in the same proportion that a bank 
loses its specie. If half of the metallic basis is 
drained away, half of the paper must in some 
way be withdrawn, so that if the "fixed propor- 
tion" is three or five of paper to one of coin, 
three or five paper dollars must be taken in, 
and for the time being destroyed, whenever one 
coin dollar is taken out of the bank vaults. 
Mr. Webster admitted the possibility of the oc- 
currence of drains of specie due to temporary 
causes, when a contraction of the circulation 
might not be really necessary. But he insisted 
that it could never be certainly known what the 
causes of a drain actually were, and that the 
only prudent course was to be governed by the 
fact of a drain, and to meet it in all cases by 
a contraction of the circulation. On that point 
he said : 

Circulating paper is thus kept always nearer to the charac- 
ter and to the circumstances of that of which it is designed 
to be the representative, the metallic money. . . . The true 
criterion by which to decide the question of excess in a con- 
vertible paper currency, is the amount of that paper com- 
pared with the gold and silver in the banks. 

Mr. Webster does not state what the "certain 
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fixed proportion between specie and circulation" ought 
in his judgment to be, nor what " certain fixed 
proportion" of that kind was in fact maintained 
by those banks which he describes as "the most 
discreet." No such " certain fixed proportion " was 
ever maintained, or professed to be maintained, 
by the Bank of England or by any Bank in 
the United Kingdom of Great Britain and Ire- 
land before the Bank Act of 1844, and, of 
course, not since, as that law prescribed a radi- 
cally different rule. All that the Bank of Eng- 
land ever professed to do before the Bank Act 
of 1844 was passed, was to maintain an equality 
between its specie and certain assets described 
as "securities" on one side, and the aggregate of 
its circulation and deposits on the other side. 
Even that plan, admitting as it did of an in- 
crease of circulation while the specie was de- 
clining, was never adhered to in practice. No 
such "certain fixed proportion" as Mr. Webster 
describes had ever been effectively imposed upon 
any banks in this country when he made his 
speech of March 12, 1838, nor has it been im- 
posed since. It may be true that certain banks, 
in 1838 and prior thereto, may have represented 
themselves as observing a "certain fixed propor- 
tion" between their specie and circulation, and 
may have really supposed that they could fairly 
describe themselves as observing such a propor- 
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tion, but it is plain that without the aid of law 
their specie could not have been set apart ex- 
clusively for the redemption of their circulation 
and be exempt from its liability for their de- 
posits and other debts. 

The practice in this country, prior to 1838, 
had been to limit the amount of bank notes, 
when they were limited at all, not to any pro- 
portion of the specie held in reserve, but in 
some proportion to their capital. They were 
generally permitted to issue an amount equal to 
their capital, but oftentimes more. In the law 
drawn by Alexander Hamilton, creating the first 
National bank, with $ 10,000,000 of capital, in 
1 79 1, Congress imposed no other restriction upon 
its note issues, except such as is involved in 
the following : 

The totality of the debts of the company, whether by 
bond, bill, note or other contract (credits for deposits ex- 
cepted) shall never exceed the amount of its capital stock. 

The same thing appears in the law of 1816, 
creating the second National bank, with a capi- 
tal of $35,000,000, with no change, except in 
phraseology, as follows : 

The total amount of debts which the said corporation shall 
at any time owe, whether by bond, bill, note, or other con- 
tract, over and above the debt or debts due for money de- 
posited in the bank, shall not exceed the sum of thirty-five 
millions of dollars. 

The Michigan banking law (1836) permitted 
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an issue of notes to three times the amount of 
capital stock. 

In New York, where, if anywhere, the influ- 
ence of bankers, described by Mr. Webster as 
"discreet" might be expected to be exerted, the 
restriction upon issues, prior to 1837, was that 
they should not exceed twice the capital stock 
of banks. In 1837, the rule was changed, so as 
to allow only to banks with less than % 200,000 
of capital, an issue greater than their capital. 
In 1838, the year when Mr. Webster made his 
speech, it was changed again, so as to limit is- 
sues to the amount of public stocks and real- 
estate mortgages ( not more than one - half to be 
mortgages), placed in the custody of a State 
official for their redemption. In all these laws, 
while specie redemption was enjoined as a duty, 
and with considerable penalties for its non - per- 
formance, no reserve of specie was required. 

It does not appear that Mr. Webster's rule, 
proposed in 1838, has grown in favor since with 
the persons and influences which have controlled 
legislation upon the subject of banking, either 
in this country or in the important English- 
speaking country north of us. It is true, that 
as respects our National banks, there is a re- 
demption fund, substantially of coin, bearing a 
fixed proportion to their circulation, but it is 
so minutely small, five per cent, of the circula- 
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tion, or only one dollar of coin to twenty of 
paper, that, whatever other useful purposes such 
a redemption fund may answer, it cannot so 
connect the paper and coin as to give to the 
paper any of that degree of steadiness in quan- 
tity which coin possesses. * 

In Canada, as its currency system was de- 
scribed by the Manager of the Merchants' Bank 
of Montreal, at the August (1881) session of 
the American Bankers' Association, the banks 
have " a free circulation limited only by the amount 
of their paid-up capital" it being claimed that 
this " system of free issues is maintained at a 
healthy level by daily redemption under which over- 
issues are impossible.'' 

But, although both the earlier and later ten- 
dency of opinion among persons engaged in 

* The Act of June 3, 1864, which originated the National 
bank system, required no proportion of reserve (coin and 
United States legal -tender notes) to circulation, but only a 
proportion of reserve to the aggregate of deposits and circu- 
lation. The proportion so required was twenty -five per cent, 
in the more important cities which were named in the Act 
and were seventeen in number, and only fifteen per cent, in 
all other places, and the fifteen per cent, was really reduced 
to six per cent., by permitting three -fifths of it to be trans- 
formed from cash into an interest -bearing loan on call to 
any of the banks in the seventeen cities. 

The present system of a five - per - cent, cash fund held in 
Washington for the redemption of the circulation, was estab- 
lished by an Act passed in 1874, since which time the re- 
serves held by the banks themselves are against their deposits 
only. 
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banking in America has been in the direction 
of requiring little or no connection between 
redeemable bank notes and coin held in reserve 
for them, and of preferring to base their re- 
demption upon a sufficiency of commercial paper 
maturing within short periods, it is nevertheless 
true, that there are many persons who now 
believe, as Mr. Webster believed in 1838, that a 
certain proportion of coin to paper is essential 
to give steadiness to the volume of paper and 
check its tendency to excess, and that it would 
be effectual and sufficient to accomplish those 
objects. 

The actual method by which the issue of the 
legal - tender notes of the Government of the 
United States is now regulated, is that of a 
proportion between the notes and the coin held 
in reserve for them, and until the proportion as 
at present established shall be changed, it will 
be two dollars of coin for five dollars of paper. 

There can be no doubt that the plan which 
Mr, Webster advocated in 1838, of maintaining 
" a certain fixed proportion between specie and circu- 
lation," and especially if the proportion of specie 
was tolerably large, as for 'example, one dollar 
of specie to three of paper, would be satisfac- 
tory to a large majority of the people of this 
country, in the present state of American public 
opinion upon such subjects. Nevertheless, the 
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objections to the plan, whatever the proportion 
(less than dollar for dollar) of coin to paper 
may be, are plain, insurmountable and decisive. 
When the money of a country is kept at the 
standard of the metals, expansions and contrac- 
tions of its volume, as the result of alternating 
balances of the foreign trade and of alternat- 
ing outflows and inflows of coin and bullion, 
cannot be avoided, but this plan increases both 
the contractions and expansions, and thus ag- 
gravates and intensifies their mischievous conse- 
quences. Losses or gains of specie by banks 
are ordinarily caused by the state of the foreign 
exchanges, and when caused in that way, they 
produce an increased contraction or expansion 
of the currency in whatever proportion bank 
notes exceed the coin held as a reserve against 
them. Losses of specie are sometimes, although 
in comparatively few instances, caused by a want 
of confidence in the banks, varying from mild 
forms of distrust to absolute panics, but when 
caused in that way, they do not produce so 
great a contraction of the currency, because the 
specie drawn from the banks still remains in 
the country. If the ^'■certain fixed proportion" of 
coin to circulation is one to four, a drain of 
one million of dollars to be sent abroad pro- 
duces a currency contraction of four millions, 
whereas a domestic drain of one million, while 
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it contracts the paper part of the currency four 
millions, adds one million to the coin outside 
of the banks, so that the contraction of the 
whole currency, specie and paper together, will 
be only three millions. In the Report on the 
Currency (1820) of Wm. H. Crawford, then Sec- 
retary of the United States Treasury, it is 
observed : 

When there is but little or no demand for specie, the 
temptation to increase their discounts by the issue of more 
paper is too strong to be resisted by banks. When a de- 
mand for specie arises, the currency has to be suddenly 
diminished. 

If this diminution could be limited to the amounts drawn 
from the banks, the evil would be no greater than if the 
currency were metallic. But this is not the fact. When the 
paper circulation is returned upon the banks for specie, pru- 
dence requires that an effort should be made to preserve the 
same proportion between the specie in their vaults' and their 
notes in circulation as existed at the moment the pressure 
commenced. If the paper in circulation should be three times 
the amount of specie in the possession of the banks, a de- 
mand upon them for $ 1,000,000 of specie would produce a 
diminution of $ 3,000,000 in the currency if the specie should 
be exported, and of $ 2,000,000 if it remained in the country. 
It is even probable that the comparative diminution would 
exceed this ratio. 

It is a fatal weakness, which no medicament 

can cure, of a currency consisting in whole, or 

in part, of bank notes resting on " a certain 

fixed proportion of specie" held in reserve, that 

some portion, and almost always a considerable 

portion, of such a currency, is liable to destruc- 



238 MONEY REDEEMABLE BANK NOTES. 

tion at the will of the holders of bank notes, 
whether that will is controlled by mere caprice, 
by panic, or by a need of specie for exporta- 
tion. 

If the currency is metallic, or if the paper 
which supplements it is fixed in amount and is 
made indestructible by being rhade inconvertible, 
the drain upon the money of a country arising 
from an adverse balance of trade is only equal 
in amount to the addition which is at the same 
time, and as a consequence of the same fact, 
being made to the aggregate currency of other 
countries on the metallic basis. All that is lost 
to the country exporting specie reappears imme- 
diately as an augmentation of the volume of 
money elsewhere. There is no destruction of 
money, and even that portion of it which is 
sent abroad serves in some measure to sustain 
prices at home, inasmuch as there is a certain 
relation of prices, although not a level, between 
all commercially connected markets. 

The people of this country have been so long 
accustomed to the fact of the redemption of 
paper money, and have been so constantly 
taught by blind instructors in finance that the 
' redeemability of paper money is in itself a de- 
sirable and even an essential thing, that they 
will be slow to see that money is a finality 
and never ought to be redeemed in anything, 
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and that to redeem it is to destroy it, and 
none the less an absolute destruction of it for 
the time being, because it may be again re- 
created. And yet nothing is really more plain 
than that, inasmuch as the value of money, 
under any given degree of demand for it, de- 
pends absolutely upon its volume, the steadiness 
of its volume relatively to the demand for it is 
the primary requisite of a sound money, and 
that while its absolute steadiness is an unattain- 
able degree of perfection, it is the wantonness 
of folly to permit the existence of redeemable 
bank notes, which necessarily aggravate and in- 
tensify the unavoidable fluctuations of a cur- 
rency on the metallic standard. 

The only money capable of perfection, would 
be one manufactured out of a material costing 
substantially nothing, redeemable in nothing else 
inasmuch as the redemption of money is its 
•destruction, npn - exportable, deriving its existence 
from the will of governments, authenticated by 
an official stamp, and regulated as to its value 
by limiting its quantity. 

It is theoretically possible that the intelligence 
and honesty of legislators might, in the first 
instance, fix the volume of such a money with 
a due regard to existing prices, and to the 
equities of existing contracts to pay money, and 
regulate subsequent changes in its volume by 
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a rule duly observing all the circumstances 
which ought to be taken into consideration. 

But what we have to deal with is not theo- 
retical possibilities, but the practical question of 
how best to manage a money on the metallic 
standard, which is the one now actually in ex- 
istence in our own and in most other commer- 
cial countries, which conforms to the present 
and long established habits and opinions of 
mankind, and which is not likely to be given 
up for a considerable period of time to come.* 

So long as it shall remain the decision of 
mankind to use a money kept at the metallic 
standard, my contention is, that it should con- 
sist of the metals ( circulating either in the 
metallic form, or in the representative form of 
paper vouchers for metal actually held in de- 
posit ), and that all the paper by which the 
volume of metallic money may be supplemented 
and enlarged, should be inconvertible into any- 
thing else, either coin, land, or bonds, to the 
end that its quantity may not undergo changes 
from portions of it being destroyed by redemp- 
tion. 

* By the metallic standard, as familiar in the experience 
and traditions of manlcind, is intended the monetary use of 
both gold and silver. A perseverance in the 'nev/ scheme, 
first heard of twenty -five years ago, of the use of a single 
and the same metal by all the commercial nations, can have 
no other possible termination than the entire abandonment of 
the metallic system. 
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In respect to the metals, it is indifiEerent, so 
far as the nature of the money is concerned, 
and only a question of convenience, whether they 
are used in the corporeal form, or by paper 
titles to them in the nature of warehouse re- 
ceipts, such as the certificates of gold and sil- 
ver deposited and kept untouched in the Treas- 
ury of the United States, or such as the notes 
of banks actually representing an equal amount 
of specie, of which there have been in other 
countries several historical examples. Paper of 
those descriptions, carrying with it the owner- 
ship of specie actually in existence, and being a 
valid and effective order for its delivery, is in 
both form and- substance a metallic circulation. 
In respect to the supplementing inconvertible 
paper, it can, of course, be kept at the metallic 
standard only by a limitation of its quantity. 
The value of it, like that of any species of 
money, and like the value of everything else, 
will be fixed by the play of the forces of de- 
mand and supply. The demand arises from the 
monetary function conferred upon it by law, 
and its value in any country will equal that of 
the metals, if the supply is kept always within 
the limit of the lowest amount to which the 
metallic money of such country, if its currency 
was exclusively metallic, could by any reason- 
able possibility be reduced. 
16 
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The British monetary system is, in substance 
and fact, upon the basis just described, and has 
been so since 1845, when the Scotch and Irish 
banks were subjected by law to the same gen- 
eral rule which was enforced upon the Bank of 
England and all other English banks by the 
Bank Act of 1844. The British currency con- 
sists to-day, in part of the metals and of 
paper actually representing the metals, and in 
part of a fixed amount of paper really incon- 
vertible, but kept at the metallic standard by 
the limitation of its quantity. I shall hereafter 
endeavor to show that it is only upon this basis 
that the metals can be safely supplemented by 
paper, and I refer to it now, mainly for the 
purpose of illustrating by contrast, the true 
nature of, and the fatal objections to, the plan 
of redeemable bank notes on the basis of "a 
certain fixed proportion between specie and circula- 
tion." 

If, in a country having a currency kept at 
the metallic standard, the paper part is fixed in 
quantity, and inconvertible, the total volume of 
its money is affected by outflows and inflows 
of specie only to the precise extent of such 
outflows and inflows, and the total volume of 
the money of the world is not affected at all. 
But if the paper part of the currency is main- 
tained always at a " certain fixed proportion " to a 
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specie basis, there will be, in the case of an 
export of the metals, in addition to the loss of 
the money sent abroad, for which there is a 
certain compensating advantage in the raising of 
prices abroad, the further wholly uncompen- 
sated loss of a part of the paper money, which 
is destroyed by being redeemed. A foreign drain 
of specie results from an excess of the prices 
of a country relatively to the prices of other 
countries, and will continue until the equilibrium 
of prices is restored. Such a restoration is not 
felt injuriously, so far as it is brought about 
by an increase of foreign prices. The severity 
of the depression which accompanies it is in- 
creased precisely in the proportion in which it 
is brought about by the fall of prices at home, 
as it must mainly be under a money system 
which compels the destruction of from three to 
ten paper dollars when only one metallic dollar 
is exported. 

The greater or less magnitude of the injurious 
effects of redeemable bank notes bearing " a 
certain fixed proportion "to a specie basis, will 
be determined : 

First, by the proportion of the notes to their 
metallic basis, the range of their fluctuations 
being greatest when the metallic basis is least. 

Second, by the proportion which such bank 
notes bear to the total volume of the currency. 
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If they constitute the whole currency, a diminu- 
tion of them by one -half, or a duplication of 
them, will diminish the whole currency by one- 
half, or duplicate it ; whereas, if they constitute 
only one -half or one -fourth of the whole cur- 
rency, the effect of their fluctuations upon the 
entire mass of money will be correspondingly 
reduced. 



CHAPTER XIV. 
Issuing bank notes in proportion to demand- 

FOR commercial DISCOUNTS. ItS TRIAL, FAIL- 
URE, AND abandonment IN Great Britain. 
Still favored by American Bankers. 

It was long believed in England, and the belief 
is still widely prevalent in this country, that it 
is one of the chief merits of a bank - note cur- 
rency, that it expands and contracts with the 
demands of trade ; that there is no danger of 
its becoming inconvertible so long as it is based 
upon the discount of legitimate commercial 
paper ;■ and that it needs no other regulation of 
its volume than continuous and reliable redemp- 
tion in coin. 

For the purpose of a more accurate under- 
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Standing of the nature of these opinions, it will 
be convenient and useful to begin with a state- 
ment of the views, from time to time, of the 
Managers of the Bank of England, which has 
been called " the parent of all mixed- currency in- 
stitutions throughout the world." 

The following account of testimony given 
before the British Parliamentary Committee of 
i8io, commonly known as the Bullion Commit- 
tee, is taken from McLaren's History of the 
Currency : 

Page iig. — The directors of the Bank (of England) and 
some of the merchants examined before this committee, stated 
that, in their opinion, there could not be an excess in the 
issue of bank paper so long as it was issued on the discount 
of good bills, growing out of real commercial transactions, and 
having but short periods to run. The bank notes, say the 
directors, will return if not required, because no one will pay 
interest for them if they do not want to make use of them. 
The committee dissent from this position, if the notes be 
inconvertible. 

Page 121. — The committee elicited from the Bank direct- 
ors that they had not been in the habit of attending to the 
state of the foreign exchanges or the price of gold, in regu- 
lating the issue of their notes. The directors stated that 
their principle was to look to the amount already advanced 
to the individuals asking discount, to the solidity of the 
paper, and the appearances of its being wanted for commer- 
cial purposes. 

Mr. Bosanquet, one of the directors of the 
Bank, being dissatisfied with the opinion of the 
Bullion Committee, that the notes of the Bank, 
if inconvertible, might be issued in excess, pub- 
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lished his Practical Observations on the Report 
of the Bullion Committee, in which he maintained 
that if the Bank issued notes beyond the wants 
of trade, the holders of the excess would use 
them in discounting paper, so that the Bank 
would not only be deprived of the opportunity 
to make further discounts, but would have the 
paper it had already discounted paid in its own 
notes, and that in this way the excess of its 
issues would be corrected. Ricardo, replying to 
Bosanquet, pointed out, that no matter how 
many notes were issued, the wants of trade 
would never be over - supplied, because prices 
would expand as notes multiplied, and more 
notes would be needed to carry on the same 
transactions. 

The British Parliamentary Committees ap- 
pointed in 1819 to consider the question of 
resuming specie payments, examined, among 
others, Mr. Dorrien, the then Governor of the 
Bank, Mr. Harmon, one of its ex - Governors, 
and Mr. Holdiman, a director. 

Examination of Mr. Dorrien. 

Question. — Is the Committee to understand that the Bank of 
England regulate their discounts solely by a view to the vol- 
ume of the transactions and the state of the parties, and not 
with any view to the state of the foreign exchanges ? 

Answer. — If a house which is in the constant habit of deal- 
ing in exchanges was to send in a large sum for discount, at 
a time -that the foreign exchanges were unfavorable, it certainly 
would become a part of the consideration. 
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Qttestion. — Are the discounts of the Bank in all other cases 
regulated solely by a regard to the transaction and the char- 
acter of the parties ? 

Answer. — The various circumstances that bear upon the 
question, the solidity of the party, the amount of their ac- 
count, and the nature of their business, are taken into the 
account. 

To Other questions, Mr. Dorrien made the 
following replies : 

The Bank is always ready to lend on commercial paper 
that is legitimate, and is not carried to too great an extent 
by the parties who apply for discount. The issues of the. 
country should be regulated by the absolute wants of the 
country, but that must be learnt by experience. 

An issue of Bank paper upon Government security is be- 
yond the control of the Bank ; an issue upon commercial 
bills is always within the power of the Bank. 

Examination of Mr. Harman. 

Qttestion. — What is the indication of there being circulation 
enough in the country, neither too little, nor too much, and 
what the regulator that determines that sufficiency? 

Answer. — Undoubtedly, good paper being sent into the Bank 
for discount, of which we must judge the best we can ; that 
is the criterion ; I take for granted that established houses 
of good character would not come to the Bank to pay five 
per cent, for money, if they did not want it. 

Question. — What regulates, in your opinion, the amount of 
circulation which is necessary for the purposes of the country ? 

Answer. — I should think decidedly, the amount required for 
the revenue, and the general expenditure, and also what is 
wanted for inland and foreign trade.- 

Examination of Mr. Haldimon. 

I have no hesitation in saying that were the whole or nearly 
the whole of the Bank's paper issued upon commercial paper, 
by diminishing such issues it might pay its notes in specie 
within the most limited period, and with the most perfect 
safety to itself. 
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The reports of the Committees of both the 
Lords and Commons advised that the Bank 
should be required to resume specie payments 
within a brief period, and they described such 
a restored redeemability of its paper in coin as 
being " the restoration of the currency of the coun- 
try to a state of regulation by its ancient metallic 
standard." They prescribed no limitation of its 
paper, nor proportion between its paper and 
coin reserve. They believed that convertibility 
was the only measure needed to bring the cur- 
rency to " a state of regulation by its ancient metal- 
lic standard" and that to ensure convertibility, it 
was only necessary to restore to the Bank some 
portion of the money which it had loaned to 
the Government, so as to enable it to increase 
its stock of commercial bills. Convertibility, 
based upon and secured by an ample supply of 
easily realizable assets, was, in the opinion of 
both committees, the fitting and sufficient remedy 
for all existing evils. 

Lord Overstone ( Remarks on the Management of 

the Currency, 1840) says: 

■For the purpose of giving to the Bank a greater control 
of its issues, it was recommended that a large portion of the 
debt due from the Government to the Bank should be repaid. 
All the witnesses, and both the Committees of Parlia- 
ment, adopted and acted upon tKe doctrine that issues by the 
Bank upon the discount of mercantile bills are more imme- 
diately under the power and control of the Bank, and more 
capable of being contracted at her discretion, than issues in 
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any other form, and more especially than issues in the form 
of advances made to Government. 

In the report of the Commons' Committee 
( 1819 ), the following language is found : 

As the notes which are issued by the Bank upon the dis- 
count of mercantile bills, revert to them at the expiration of 
the period which these bills have to run, and which never 
exceeds sixty - five days, it is clear that that portion of their 
issues can be extended or limited at their discretion ; whilst 
over the notes which are issued in consequence of advances 
to Government they have not practically the same control. 

In the report of the Lords' Committee (1819), 
the following language is found : 

The issues of notes upon discounts, revert to the Bank at 
periods so short, that any reduction of the paper discounts, 
which circumstances may render necessary, is always within 
their reach ; with this control over their issues, they are en- 
abled to feel their way, and to restrict or enlarge them, either 
as the wants of the country may permit or demand, or as the 
state of the exchanges and the price of gold may appear to 
direct. 

In England sixty years ago, as is thus shown, 
nearly all the parties agreed in adopting three 
doctrines about the currency : 

First — That if bank notes were issued on dis- 
counts of commercial bills, they might be " ex- 
tended or limited at discretion" and that bank man- 
agers could " restrict or enlarge them as the wants 
of the country may permit or demand." 

Second — That nothing is needed to keep the 
currency in a proper "state of regulation by its 
ancient metallic standard" except to insure its con- 
tinuous convertibility into coin. 
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Third — That such continuous convertibility is 
sufficiently insured, if bank loans to the Gov- 
ernment are kept, within due bounds, and if a 
good proportion of bank assets consists of com- 
mercial paper maturing within short periods. 

The last - named of these three doctrines is 
undoubtedly sound, and is confirmed by British 
experience under the legislation of 1819. After 
the resumption of 1821, and until the method 
of regulating its note issues was fundamentally 
changed in 1844, the Bank of England had 
maintained coin payments uninterruptedly, and 
nothing had occurred to shake confidence in its 
ability to maintain them indefinitely, except un- 
der such extraordinary conditions as never are 
and never ought to be taken into account by 
legislators. It had been able to do so, notwith- 
standing the facts, that about the equivalent of 
its entire capital was locked up during the 
whole time in the permanent loan to the Gov- 
ernment, known as the "Dead Weight" and that 
the resumption of payments in 1821 was in gold 
and not in coin, whereby it lost the important 
facilitation of having recourse to either of the 
precious metals in cases of emergency. The 
'■^ Dead Weight" of the Bank was so much re- 
duced, and its available assets were therefore 
so much increased, by the legislators of 181 9, 
that its power to maintain specie payments as a 
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question of mere power and without reference 
to the consequences to the public of exercising 
the power, proved as complete as they antici- 
pated it would be. In that particular, they made 
no mistake, and the wisdom of their plan was 
vindicated by the practical working of it. 

Nor can it be doubted in respect to banks 
anywhere, if their capital is real and not ficti- 
tious at the outset, and if it is not converted 
into unavailable forms by needy and borrowing 
governments, but is kept • in quickly realizable 
assets, that they will, with any ordinary degree 
of honesty and care in their management, be 
able to maintain specie payments. They could 
do so, even if they discounted no commercial 
paper, but made all their investments in the 
purchase, with equal honesty and care, of stocks 
and bonds, inasmuch as such investments are 
promptly realizable by selling them. They are 
more likely, however, to maintain specie - pay- 
ments if their assets consist of commercial 
paper, the loss of enforcing the payment of 
which falls upon others, whereas the loss by a 
forced sale of stocks and bonds in times of 
monetary stringency would fall exclusively upon 
themselves. 

As a general fact, the convertibility of the 
bank - note currency, and its consequent parity in 
market value with the metals, have been steadily 
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maintained in the United States. Individual 
cases of bank insolvency have occurred, but 
the Bank paper kept in use as money has been 
ordinarily redeemed in coin. The iirst general 
suspension occurred in August, 1814, within the 
week following the British success at Bladens- 
burg, and the immediately subsequent capture 
and burning of Washington. This suspension 
was not universal, because it did not involve 
the banks in the New England States, then con- 
taining a much larger proportion of our popu- 
lation and inhabited area than they now do. 
There was a general resumption in February, 
1 81 7. The next suspension (this time universal) 
was in May, 1837, but it lasted only a year. 
The banks south and west of New York were 
involved in temporary diiiiculties, consequent 
upon the breakdown of Biddle's insolvent U. S. 
Bank in October, 1839, but the third general 
suspension did not occur until 1857, as the re- 
sult principally of a panic, and it was followed 
almost immediately by a resumption. The last 
suspension was caused by the outbreak of the 
Civil War. All these suspensions were sustained 
by public opinion when they occurred, and they 
were in truth not fairly chargeable to any spe- 
cial misconduct on the part of the banks them- 
selves. The general cause in all the cases was 
radically erroneous legislation, while in two of 
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the cases the co - operating causes were over- 
whelming public calamities. 

It turned out in the practice of the Bank of 
England under the legislation of 1819, as it has 
turned out with banks always and everywhere 
under similar legislation, that the power to col- 
lect its maturing commercial paper, and to 
restrict or absolutely refuse new discounts, al- 
though perfectly efficient to protect its own 
safety and to maintain its own payments, was 
ruinous to everybody else. 

In testimony given in 1828 before a British 
Parliamentary Committee, Alexander Baring 
said : 

A sudden change from peace to war, a bad harvest, or a 
panic arising from overtrading and other causes, immediately 
impose upon the Bank of England, which is the heart of all 
our circulation, for the purpose of protecting itself, to stop 
the egress of specie ; sometimes even to bring large quanti- 
ties into the country. These remedies are always applied 
with more or less of restriction of the currency and conse- 
quent distress. No care or prudence can enable the great 
Bank to avoid occasional resort to those measures of defence. 

Lord Overstone {Management of the Currency, 
1 840 ) says : 

Against the actual exhaustion of its treasure by a drain 
through the foreign exchanges, the Bank under almost any 
circumstances has the power of protecting herself ; but to do 
this she must pl-oduce upon the money market a pressure 
ruinous from its suddenness. She must save herself by the 
destruction of all around her. 

And further on, he says ; 
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Had an internal drain upon the Bank sprung up during 
the months of August, September, or October (1839), when 
her store of specie was reduced to a very low amount, it is 
impossible to say what consequences might have ensued. The 
convertibility of the notes might possibly have been main- 
tained, but it would have been by the force of measures 
pressing with ruinous severity upon all parties dependent 
upon, or in any way connected with, the money market. 

He also says : 

The abstract possibility of contracting issues by an absolute 
refusal of discounts, cannot be doubted ; the real practicability 
of such a step as a measure of business is, however, much 
more questionable. 

Eight years before Lord Overstone wrote in 
this way, and only thirteen years after the 
legislators of 1819 had agreed upon commercial 
bills as the true basis of the convertibility of 
bank notes, we find the Managers themselves of 
the Bank of England declaring, that after a full 
trial they believed that a diminution of dis- 
counts was the worst possible way in which to 
bring about that contraction of the circulation 
which it was occasionally necessary to bring 
about by some method, in order to ensure its 
continued redemption. 

Before a British Parliamentary Committee, in 

1832, Horsely Palmer, Governor of the Bank, 

was asked — 

Do you not hold that the discount of private paper is one 
of the worst means which the Bank, as a bank of issue, can 
adopt for regulating its issues ? 

He answered : 
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Yes, provided they are adequately supplied with other mar- 
ketable securities. 

To another question, he answered as follows : 

It is not deemed to be desirable to attempt to regulate 
the amount of issues of the Hank in London through commer- 
cial discounts. . . To be compelled to limit the quantity or 
description of bills to be tendered for discount, either of these 
measures would be equally detrimental to the commerce of the 
country. 

Mr. Ward, one of the directors of the Bank, 
being asked what he thought was the best means 
of contracting the amount of bank notes in cir- 
culation, in order to meet an adverse condition 
of the foreign exchanges, replied : 

I have always endeavored that the Bank should be pos- 
sessed of a certain number of securities coming in to it. 
The dead weight, the annuities, bring in a considerable excess 
annually, and I should withhold the re - issuing of those securi- 
ties. I should not make a forcible operation by disappointing 
any person of discount. 

Mr. Norman, another director, was asked : 

Are you of opinion, supposing a large quantity of commer- 
cial paper could be obtained for discount in London, it would 
be desirable for the Bank of England to regulate its issues 
upon commercial paper solely, or would it be preferable to 
regulate them by Exchequer bills ? 

He replied as follows : 

I certainly think, that if the issues were to be regulated 

one way or the other, I should much prefer Exchequer bills. 

Under present circumstances, I consider it quite impossible, 

without at times doing immense mercantile mischief, to regu- 
late them by discounts. 

And in reply to another question, he said : 
I consider the attempt to reduce discounts in general, by 
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rejecting the bills of any particular persons, as a plan likely to 
fail, and to be productive of great inconveniences, and that it 
ought never to be adopted except in cases of the very last 
necessity. 

This conversion of the Managers of the Bank 
of England in 1832, to the theory that the best 
resource wherewith to redeem circulation, when 
it is in the process of contraction, is found in 
the sale of Exchequer bills rather than in a 
reduction of the discounts of commercial notes, 
is in curious contrast to what is taught by- 
financial doctrinaires in the United States at the 
present time, that the National Government has 
no such efficient means to meet the varying 
contingencies of a redeemable currency as banks 
possess in their bills receivable. But the gov- 
ernment can never lack Exchequer bills, that is 
to- say. Treasury obligations, because it can cre- 
ate them in any quantity and in any form at 
its pleasure, and it possesses an impregnable 
credit. So far as the power of providing in- 
stantly and under all circumstances for the coin 
convertibility of circulating notes, the Govern- 
ment enjoys immeasurable advantages over any 
banks, either existing, or possible to be estab- 
lished. At the worst, the money market could 
never be any more straitened by Government 
borrowings, than by an equal diminution of bank 
discounts. While there are the same fatal ob- 
jections to a Government redeemable paper, not 
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representing coin, dollar for dollar, as there are 
to such paper when issued by banks, it is plain 
that the Government has superior power to re- 
deem it, and can redeem it with no greater 
injury to other interests. Furthermore, and this 
is an important consideration, it is not possible 
to conceive of runs upon the U. S. Treasury 
from mere panic, to which really sound and 
well - managed banks are occasionally subjected 
and are always exposed. 

The question of preference between a contrac- 
tion of discounts and a sale of securities, as a 
means of contracting an excess of redeemable 
circulating notes, closely resembles the question 
of preference presented in the familiar story of 
two roads to the same place, both of them in- 
tolerably bad, and in respect to which it was 
said that whoever took either would be sorry, 
before he completed his journey, that he had 
not taken the other. If, during their first ex- 
perience in maintaining coin payments after 
the resumption of 182 1, the Managers of the 
Bank of England had effected that contraction 
of issues which the redeemable bank note fre- 
quently requires, by means of selling Exchequer 
bills, they would have concluded in 1832 that 
that was " the worst means " by which it could 
be done. The truth is, it would have been 
neither better nor worse, so far as injury to 
17 



258 BANK ISSUES AND COMMERCIAL PAPER. 

the public and to trade is concerned, than the 
method actually adopted, of cutting off or di- 
minishing discounts. When the British currency 
by reason of too large issues of Bank of Eng- 
land notes, became redundant relatively to the 
currencies of other countries, so as to cause an 
export of gold, the only possible remedy was to 
contract the currency and thus make money 
scarcer and the prices of commodities lower. 
That remedy, reaching all classes and every 
ramification of industry and trade, equally affects 
and is equally disagreeable to the great body of 
the community, whether the Bank recruits the 
proportion of its cash to its debts by selling 
Exchequer bills, or other salable securities, or 
by reducing its discounts. The choice of the 
methods could, at the most, make a difference 
only to the comparatively few merchants who 
ever obtain discounts from the Bank, and even 
to them the difference is much less than it 
might appear to be at first sight. If discounts 
to them were continued, the rate of discount 
would be higher, and they could not escape 
their share of the general losses from the fall 
in prices, stagnation of trade, and increased 
number of insolvencies, which necessarily attend 
a contraction of the volume of money, however 
it is brought about. 

The views held by the Managers of the Bank 
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of England, in 1832, that realizing public securi- 
ties is a better method of bringing it about 
than a contraction of discounts, has been more 
or less acted upon by that institution ever 
since. A recent case of that kind is shown in 
the following from the London Economist of 
November 12, 1881 : 

The Bank is believed to have had at least ;f 500,000 
($2,500,000) of the Treasury bills due on the loth instant, 
and does not appear to have taken any of the new ones. // 
has acted with judgment in taking money from the outside 
market in this manner. 

The fundamental errors of the British legisla- 
tors of 1819, and from the consequences of 
which there was no escape, were, that converti- 
bility was the only thing needed to make bank 
notes a sound currency, and that so long as 
they were based upon readily realizable assets, 
so as to insure their continuous convertibility, 
the expansions and contractions of their volume 
might without injury to the public be left to 
the discretion of persons in whom were united 
the wholly different and incompatible functions 
of creating money, and of lending and manag- 
ing money, as bankers. 

Of the resumption of 1821, which was the 
result of these errors, it is as clearly established 
as anything can be established historically, that, 
without taking into account the fearful ruin of 
the contraction of money and fall in prices 
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which occurred at the time of the resumption 
and during the preparations for resumption, it 
gave to Great Britain down to 1844 a currency 
immeasurably worse, more wildly fluctuating, and 
producing greater inflations and depressions of 
prices, than it had had under the preceding 
twenty - four years of suspension of coin pay- 
ments. 

After all the light which history, experience, 
and reason have shed upon the plausible, yet 
intrinsic, absurdity of redeemable bank notes, 
based upon assets supposed to be promptly 
available but not representing coin, the currency 
of this country is not only not yet purged of 
that poisonous and deceitful element, but pres- 
ent indications threaten its enlargement. The 
fallacies upon which that mischievous system 
rests are still currently taught, and it is lam- 
entably true that they have to-day nearly or 
quite as strong a hold as they ever had upon 
both the people and the banking classes in the 
United States. 

A New York City bank President, who was 
elected President of the American Bankers' Con- 
vention at its session in Saratoga in August, 
1 88 1, signalized his accession to that representa- 
tive position by an address, in which he pro- 
claimed his unshaken adhesion to all the errors 
of the British legislators of 1819, although they 
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have been exploded by British experience, and 
were finally abandoned in England more than a 
generation ago. He declared that " commercial 
assets," as '^ the basis of currency issues," were " tke 
most natural, useful and reliable foundation " for 
them ; that such issues needed no other re- 
striction except that they should " be limited to a 
sum equal to one -half or three - fourths the cash 
capital paid in," which, of course, may be any 
number of milliards ; that the " highest commer- 
cial instinct," whatever that may mean, "practi- 
cally declares that the business of banking " on these 
principles should be allowed " its natural and 
full exercise j " that no provision for " the regu- 
lar and central redemption" of bank notes is 
needed beyond the present deposit for that pur- 
pose, which is one dollar of reserve against 
twenty in circulation ; and that subject to being 
" controlled and admonished by the ceaseless require- 
ments " of such a redemption, and subject to the 
limitation of issues to "one -half or three - fourths 
the cash capital paid in," every bank should "be 
free to employ " circulating notes " at its own dis- 
cretion for business purposes." 



CHAPTER XV. 

Bank of England notes, issued upon securi- 
ties, ARE FIXED IN AMOUNT AND NOT CON- 
VERTIBLE INTO GOLD. The CONVERTIBLE PART 
OF ITS NOTES REPRESENT AN EQUAL AMOUNT OF 
GOLD IN RESERVE. 

The Act of July 19, 1844, made an entire 
change in the rules governing the issue by the 
Bank of England of circulating notes. This Act 
has not since been changed, and is still in full 
force. 

Its essential principle is, that it creates an 
'^ Issue Department, to be kept wholly distinct from 
the general banking business" of the Bank. 

It requires the Bank to transfer to the Issue 
Department ^'■jQ 14,000,000 of securities, of which 
the public debt due to the Bank shall be and be 
deemed a part" together with all the coin and 
bullion not required in the Banking Department, 
and it provides that thereupon '■^ there shall be 
delivered out of the Issue Department" an amount 
of notes equal ( with those already outstanding ) 
to the aggregate of the securities, coin and bul- 
lion, transferred to the Issue Department. This 
(262) 



PRESENT BRITISH CURRENCY SYSTEM. 263 

being done, the Act declares that ^'■the whole 
amount of the Bank of England notes shall be 
deemed to be issued on the credit of such securities, 
coin and bullion, so appropriated and set apart" and 
that the Banking Department, receiving the 
notes, may issue them "in the same manner in 
all respects as such issue would be lawful to any 
other person or persons." It further provides that 
anybody may demand notes of the Issue Depart- 
ment, on a tender of standard gold at jQ-^ 17 s. 
pd. per ounce, the value of it at the mint 
'^^i'lg ;^3 ^7S- lo^d., and the small difference 
being an indemnity to the Bank for the loss 
of time in procuring the coinage of the metal. 

At the date of the Act, what is called in 
it " the public debt," and v/hich is commonly 
called the Dead Weight, was ^11,015,100, and is 
not understood to have since changed. It is not 
a negotiable security, in the sense in which that 
term is applied to the Consols and Exchequer 
bills, of which the Bank is always an owner 
and frequently a large owner. 

Lord Overstone, who had more to do with 
devising the plan of the Act of 1844 than any- 
body else, said in his evidence before the Lords' 
Committee on Commercial Distress in 1848 : 

The framers of the Act of 1844 looked at the returns of 
the state of the circulation through past periods, and they 
found that the lowest amount to which the circulation had 
ever been reduced, would allow £ 14,000,000 of notes to remain 
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with the public, and also an adequate quantity to supply the 
banking till of the Bank. For instance, assuming that the cir- 
culation had never been reduced so low as £ 17,000,000, and 
also assuming that it never will again be reduced lower than 
it has been reduced, they came to the conclusion that in the 
worst of circumstances we may safely have £ 14,000,000 un- 
represented by bullion, and three or four millions in the 
banking till. The Act is based upon the belief that long be- 
fore the notes were reduced to the amount supposed, there 
would be such an action upon the foreign exchanges as 
would cause bullion to come back to the country. 

Before the Commons' Committee on same sub- 
ject, in the same year, he said : 

The bullion cannot, under the Act, be drained so low as 
to afford any plausible ground for apprehension of the con- 
vertibility of the note. 

In brief, the Act of 1844 combined precisely 

the principles which he had been advocating for 

several years before it was passed, and which 

he expressed in the following language in 1840 

in his tract on the Management of the Currency : 

Nothing more sound in principle, nothing more safe in 
practice, than to invest a certain portion of the proceeds of a 
national paper currency in fixed securities and to retain the 
remaining portions in coin or bullion ; taking care that the 
proportion shall be so fixed as to have the bullion sufficient 
to meet all the usual, and indeed all the reasonably possible, 
fluctuations of amount. 

In his examination in the same year (1840), 
before a Committee of the House of Commons 
on Banks of Issue, the following question and 
answer are found : 

Question. — If the whole issues of the country were under 
that sort of regulation which you would recommend, the ex- 



PRESENT BRITISH CURRENCY SYSTEM. 265 

portation of six millions of gold from this country would be 
attended by the canceling only of six millions of notes in 
the aggregate ? 

Answer. — Undoubtedly. 

The Act of 1844 does not provide that a por- 
tion of the Bank of England notes equal to 
the securities in the Issue Department shall be 
earmarked as inconvertible, and that the remain- 
der shall be earmarked as convertible. But the 
effect of the whole Act is to confer the capac- 
ity of conversion only upon an amount of notes 
equal to the coin and bullion in the Issue De- 
partment. The notes to be included in that 
amount are not distinguished by an earmark, 
but from the nature of the case they are to be 
those notes which are first presented, and the 
presentation of which is continued until the coin 
and bullion fund is exhausted. The circumstance 
of the first presentation determines which of the 
notes are convertible as definitely and effectual- 
ly as an earmark, and none of them are depre- 
ciated by being distinguished as inconvertible. 
To every practical intent, they are all upon a 
common plane as respects a parity with gold, 
inasmuch as there is a coin and bullion reserve 
large enough to meet the utmost quantity which 
can by any reasonable possibility be presented. 

The lowest amount to which the coin and 
bullion in the Issue Department have ever been 
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reduced since 1844 was ^^ 8,000,000 in 1847, after 
the drain of gold resulting from deficient crops 
in England and from the Irish famine. In re- 
cent years, with an enlarged population and an 
increased employment of bank notes, the coin 
and bullion are considered to be at a low point 
when they do not exceed ^ 20,000,000. When 
the coin and bullion amount to jQ 20,000,000, it 
shows that the demand for Bank of England 
notes requires a supply of the fourteen or fif- 
teen millions sterling issued against securities, 
and of twenty millions more issued against 
metal. It is clear that the amount issued against 
securities could now be very considerably in- 
creased, without any appreciable risk of a de- 
mand for their redemption. And if the circula- 
tion of four - shilling ( $ i ) notes was allowed 
in Great Britain as it is in the United States, 
it is probable that the total issue by all the 
banks in the United Kingdom of notes not 
representing gold, might safely be increased from 
thirty millions sterling, which is the present 
amount, to eighty or one hundred millions ster- 
ling ($400,000,000 or $500,000,000). The Eng- 
lish are slow in giving up their prejudices, but 
if the scarcity of gold becomes more severe, the 
• issue of _;^ I notes may very probably be re- 
sorted to as a means of relief. Such notes cir- 
culate to-day in Ireland and Scotland, and have 
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circulated in England within the memory of 
some living Englishmen. 

There is no provision in the Act of 1844 for 
a sale of the securities against which notes are 
issued, if the demand for the redemption of 
notes should exceed the coin and bullion in the 
Issue Department. Such a provision would have 
been inconsistent with the theory of the Act, 
inasmuch as the amount of notes issued against 
securities was at a limit below the minimum to 
which the circulation could in any reasonably 
supposable case be reduced. Furthermore, it 
was specially provided that three - fourths of 
those securities should consist of the dead 
weight, which is non - negotiable and not avail- 
able as a redemption fund without some new 
legislation. 

Lord Overstone's opinion * that the Bank of 

* In his examination ( 1848 ) before a Committee of the 
House of Commons on Commercial Distress, he was desired 
to direct his attention to " the liabilities of the Bank as a 
whole, and its deposits and circulation as a whole." In reply 
to that he said : 

Its circulation I do not admit to be part of its liabilities. . 
The notes issued by the Bank of England are no more part 
of the liabilities of the Bank, than a. bank note which I 
may have issued for the payment of my own expenses. I 
cannot agree in speaking of the Bank as a whole, because I 
shall, in so doing, get into confusion ; and that only shows 
how serious the evil is of having the two departments in the 
same building ; the issue department has nothing to do with 
the Bank of England ; the issue department might be at the 
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England in its banking capacity is under no 
obligation to redeem any of the notes, is borne 
out by the two provisions of the Act of 1844 : 

First, that the notes shall "be deemed to be 
issued on the credit of" the "securities, coin and 
bullion, so appropriated and set apart" in the Issue 
Department. 

Second, that as to the notes, after they are de- 
livered to it by the Issue Department, the Bank 
in its banking capacity may issue them " in the 
same manner in all respects as such issue would be 
lawful to any other person or persons ;" from which 
it would appear that the Bank, in its banking 
capacity, is no more responsible for the notes, 
than any private banker in London would be 
for any of them which he might happen to 
issue. 

It cannot at any rate be doubtful, that if the 
note- holders have any claim whatever upon the 
assets of the Bank in its banking capacity, it is 
one which must be subordinated to the prior 
rights of its depositors and other creditors. 

But whatever may be the true construction of 

Treasury, or at Somerset House, or at York ; it has noth- 
ing whatever to do with the Bank of England ; the Issue 
Department has a certain quantity of bullion, and it issues a 
certain quantity of notes ; the Bank of England has at its 
command a portion of those notes, and I have a portion ; I 
do not increase my liabilities by using those notes, nor does 
the Bank of England increase its liabilities by using those 
notes. 
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the Act of 1844 as to the liability of the Bank, 
in its banking capacity, for the notes, it is true- 
that their currency and value would have been 
in no degree impaired, if the Act had expressly 
negatived any such liability. Nor would they 
have been impaired if the British Parliament 
had reserved and exercised a power in respect 
to the £^ 14,000,000 of securities in the Issue 
Department, of canceling such of them as were 
National obligations ( as they probably all were ),. 
and of appropriating to the public use any 
other securities (if there were any other), and 
of substituting its declaration that the nation 
would be ultimately responsible for such notes 
as might be presented for redemption after the 
coin and bullion reserve was exhausted. 

In 1840, when the the ideas which finally took 
the form of law in the Act of 1844 were still 
under discussion, and had not yet been worked 
out into all their practical and definitive de- 
tails. Lord Overstone, being under examination 
by a committee of the House of Commons on 
Banks of Issue, pointed out the desirability of 
"a self-acting plan for regulating the expansions 
and contractions " of the currency, and proceeded 
to state three possible plans of that kind. The 
first was to have the currency exclusively me- 
tallic, and the second was, to havef it "similar 
to that of the Bank of Hamburg, which is paper 
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notes represented by an equal amount" of metal. 
These two plans are really only one, as there 
is no difEerence, either in principle or in fact, 
between a circulation of the metals in a cor- 
poreal form and their circulation by an effective 
paper title in the nature of a warehouse receipt. 
His third plan, he described as follows : 

We may suppose a third case, that of the Government of 
the country issuing a fixed amount of paper upon its own 
security and leaving all further fluctuations to arise from the 
issue of notes against, the deposit of an equal amount of 
gold. 

To the question whether in the case of such 
a fixed issue of Government notes not repre- 
senting gold, he would " still have them convert- 
ible into gold" he replied that an answer was 
not essential to the purposes he had in view in 
suggesting this plan. Nevertheless, he proceeded 
to make the following observation : 

I should think it desirable that they should be convertible 
into gold ; if they vi^ere not, you would have to rely upon 
the fact of the amount of the inconvertible notes issued being 
below that point to which the gold would never be reduced. 

When the time came for the actual framing 
and passage of the Act of 1844, it was decided 
that the notes not covered by gold, pound for 
pound, should be " below that point to which the 
gold would never be reduced" so that a provision 
for their convertibility was not made, and would 
have been altogether idle if it had been made. 
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Without doubt, Lord Overstone saw, upon fur- 
ther reflection, that a fixed issue of Government 
notes, not representing gold, but promising re- 
demption in it, if the. issue was above ^^ that 
point to which the gold would never be reduced" 
would have involved precisely the same difficul- 
ties and dangers which had attended the system 
of i"edeemable bank notes, an escape from which 
was the sole object of the Act of 1844. 

Among the topics discussed before the Com- 
mittee of the House of Commons in 1848 upon 
Commercial Distress, was the apparent danger 
of a bankruptcy as respects its depositors to 
which the Bank of England was brought in 
1847, and the possibility that such a bankruptcy, 
if it had occurred, might have induced a panic 
severe enough to have caused an exhausting 
run upon the coin and bullion reserve of the 
issue department. That view led naturally to a 
consideration of the expediency of making the 
separation of the issue department from the 
Bank, already complete in fact, so unmistakably 
clear to the public apprehension, that no disas- 
ter to the bank could shake confidence in its 
issues. 

The following questions and answers appear 
in the examination of Lord Overstone : 

Question. — Do not you think it might tend to a more 
wholesome state of feeling in the public mind, if the issue 



272 PRESENT BRITISH CURRENCY SYSTEM. 

of notes were separated from the Bank, and taken out of 
their hands ? 

Answer. — Yes, I think so. 

Question. — It might be made a department of the State, 
or some department connected with the State, and kept 
wholly free of the Bank, leaving to the Bank of England 
their functions as the bankers of the State, but taking wholly 
out of their hands the issue of notes ? 

Answer. — I think the more the management of the circula- 
tion is separated from the banking business, not only in reality, 
but in appearance, the more beneficial it will be to the public 
interest. 

It was only in respect to the currency fur- 
nished by the Bank of England, that it was 
politically practicable for the British legislators 
of 1844 and 1845 to proceed strictly upon prin- 
ciple. In respect to the country banks in Eng- 
land and Wales, and in respect to the Scotch 
and Irish banks, they were obliged to respect 
certain existing interests and facts. They took 
precaution, however, against any more embar- 
rassments of that kind, by absolutely prohibiting 
the issue of circulating notes to any parties not 
then issuing them. The maximum of the circu- 
lation of each of the English and Welsh banks 
was by the Act of 1844 fixed at what it had 
been on the average of the twelve weeks pre- 
ceding the 27 th of April of that year. By Acts 
passed in 1845, the maximum circulation (not 
covered by gold) of each of the Scotch and 
Irish banks was limited to what it had been on 
the average of the preceding year. Neither of 
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these limits was so close as that imposed on 
the Bank of England, which was fixed, as ap- 
pears from the statement of Lord Overstone, at 
^3,000,000 below the lowest point to which its 
circulation had ever fallen. 

The fixed issues of the English and Welsh 
country banks and of the Irish and Scotch 
banks are not based upon securities specially 
set apart for that purpose. The right to circu- 
late notes in excess of the fixed issue, provided 
such notes in excess are covered by gold, pound 
for pound, is given to the Scotch and Irish 
banks, but not to the English and Welsh coun- 
try banks. It is doubted by many British writers 
upon such subjects, whether the gold upon which 
the Scotch and Irish banks may and do circu- 
late notes in excess of their authorized fixed 
issues, but which is kept in their own posses- 
sion, is so set apart that the holders of such 
notes in excess can enforce a priority of lien 
upon it. That, however, is only a question af- 
fecting the security of such note -holders, and 
not the more important question of the volume 
of the currency, if the gold, the actual setting 
apart of which in the first instance is verified 
by official examination, remains set apart after- 
wards. On this last point there is unfortu- 
nately room for some doubt. 

Legislating differs essentially from theorizing. 
18 
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The framer of a theoretical plan has nobody 
but himself to blame, if it is not symmetrical 
in all its parts, and if it is not governed 
throughout by uniform principles. Legislators 
have no such complete liberty of conforming 
laws exactly to their own ideas. The restraints 
upon them are : 

First, that it is frequently impossible to pro- 
cure the majorities necessary for the passage of 
laws, without concessions to existing interests. 

Second, that it is frequently wise to respect 
existing interests to a certain extent, even when 
concessions to them are not absolutely required 
in order to make legislation possible. 

The total fixed issues of all the banks and 
bankers in the United Kingdom, not represent- 
ing gold, is about _;^ 30,000,000, or $150,000,000, 
which will seem to be a very small amount, 
until it is remembered that paper furnishes a 
much less proportion of the currency in that 
Kingdom than it does in the United States. It 
is only in Scotland and Ireland that bank notes 
of as low a denomination as ;^ i, or $5, are 
allowed to circulate. In England and Wales, 
embracing about three - fourths of the population 
of the Kingdom, the smallest bank note allowed 
to circulate is for _;^s, or $25. The actual cir- 
culation is therefore largely metallic. 

The principle of so much of the British Act 
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of 1844 as relates to the Bank of England, 
gives to a mixed currency of paper and metal 
all the Steadiness of volume which an exclu- 
sively metallic currency could have. It exempts 
a mixed currency from all fluctuations of vol- 
ume except those arising from exports, imports, 
or domestic production of the metals, and to 
such fluctuations an exclusively metallic currency 
is also subject, and in an equal degree. 

A mixed currency regulated according to the 
principle of the British Act would, however, be 
larger in volume than an exclusively metallic 
currency. If it would not be, there is no rea- 
son for laboriously and carefully constructing a 
machinery for the issue of notes upon securi- 
ties, and there is no reason why the currency 
should not be left to consist exclusively of the 
metals, circulating either in the corporeal form 
or by paper titles absolutely representing them. 
On this point of the magnitude of the volume 
of currency under the Act of 1844, Lord Over- 
st(jne exhibited a very remarkable persistency in 
error. He maintained throughout the whole dis- 
cussion preceding and following that Act, that 
it gave to England the same amount of cur- 
rency as it would have with the use of gold 
only. As late as January, 1857, he wrote to 
the London Times as follows : 

The great laws which determine the monetary equilibrium 
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of the commercial world assign to this country a certain 
amount of money. No internal arrangements to which we 
may resort can alter or suspend that law. We may deter- 
mine for ourselves "what proportion of that amount of money 
shall exist in the form of notes issued upon other security 
than that of bullion, and what amount shall be issued upon 
bullion ; but beyond this our power does not extend. 

****** The exclusive purpose of the Act of 
1844 is to make our paper money correspond in amount and 
in volume with what, in the absence of paper issues, would 
be the metallic money of the country. 

What " iAe great laws which determine the mone- 
tary equilibrium of the commercial world " actually 
assign to Great Britain at any given time, and 
under all the circumstances of such time, is its 
proportion of the money of the world kept at 
the metallic standard. If this total money should 
be suddenly doubled by an extraordinary out- 
pour from the mines, the proportion assigned to 
Great Britain would not be changed, but the 
absolute amount would be doubled. And in like 
manner and from the same reasons, if the total 
money was increased by the addition to the 
metals of paper kept at a parity with the 
metals, either in Great Britain or in other 
countries, or in both Great Britain and other 
countries, the aggregate amount of money as- 
signed to Great Britain would in the end be 
correspondingly increased. The level of the cur- 
rencies of countries on the metallic standard, is, 
of course, temporarily disturbed by new supplies 
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of metal from mines or by new issues of paper, 
because such new supplies and new issues must 
necessarily make their first appearance at par- 
ticular local points, but the fluidity of rtioney 
soon restores the level. 

If the question of the volume of money and 
of the scale of prices, had been approached in 
1844 in England as an original one, and with- 
out reference to a pre - existing volume of money 
and a pre-existing scale of prices, it would 
have been of no consequence what volume of 
money was determined upon, inasmuch as cur- 
rent exchanges can be as well effected in Eng- 
land and everywhere at one scale of prices as 
at another. But a pre-existing scale of prices 
was a fixed fact in the English situation in 
1844, and it was the most dominating of all 
the facts of that situation. To have reduced 
that scale, by reducing the volume of money to 
what it would have been if exclusively metallic, 
would have been as ruinous to Great Britain 
as was the resumption policy of Peel in 1819, 
-which, by a single fatal blow, narrowed the 
currency, and at the same time substituted for 
a tolerably steady inconvertible money, a system 
of bank notes, the amount of which from time 
to time had no other regulation than such an 
elastic relation to specie as results from mere 
redeemability. 
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The Act of 1844 substituted a steady currency 
for a fluctuating one, but did not change what 
had been after 1821 the average volume of the 
currency of Great Britain, and especially it is 
not chargeable with the folly and injustice of 
reducing the volume to what it would have 
been if British money had been made exclusively 
metallic. 

Such a policy of contraction would be even 
more disastrous in this country, where nearly 
the entire currency has been during this century 
paper not representing specie, than in England, 
where the currency has been largely metallic 
since 1821. 

It is the opinion of some respectable British 
writers, that the introduction of the bank - note 
system into Europe during the eighteenth cen- 
tury, affected the volume of money as much as 
the production of the American mines did dur- 
ing the preceding two centuries, and that it was 
by this addition of bank notes that the currency 
of Europe was then saved from a severe con- 
traction and its prices from a heavy fall. Brit- 
ish writers would naturally exaggerate the extent 
of the addition, and therefore the degree of 
effect produced by it. 

The addition was really very great in England 
and Scotland, where for some time bank notes 
were issued for as small a sum as one shilling, 
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thus expelling the metals entirely from the cir- 
culation. But the redeemable bank - note system 
obtained nO' permanent or extensive foothold on 
the Continent of Europe during the eighteenth 
century. In Holland and Hamburg, there were 
no bank notes except such as actually repre- 
sented an equal amount of specie. In France, 
the first institution issuing redeemable bank 
notes on the plan so long a favorite one and 
still having many adherents in this country, 
was that established by John Law in 17 19. Its 
complete ruin within three years so discredited 
that species of money in France, that it was 
not until 1776 that another new bank of issue, 
the Caisse d' Escompte, was tried there. It had a 
short and flickering existence, and was definitively 
suppressed by the National Convention in 1793. 
At the present time, the money of the com- 
mercial world is so much enlarged by the 
addition of paper, kept at a parity with the 
metals either by a limitation of quantity, or by 
redeemability, that any general movement towards 
an exclusively metallic currency, would be ruin- 
ous and impossible. The indications point to an 
increase of the proportion of paper, rather than 
of the proportion of coin. France is now enlarg- 
ing its paper issues, as a remedy for an export 
of gold. Great Britain can at any time, by 
authorizing jC^ i notes, treble its present fixed 
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issue of $ 150,000,000 of inconvertible paper, 
without disturbing its parity with gold. 



CHAPTER XVI. 

Greenbacks and bank notes must be treated 
AS an aggregate, a fixed part should be 
inconvertible, and remainder represent coin, 
dollar for dollar. quantity of money now 
USED IN THE United States. 

It may be regarded as the settled judgment of 
the people of the United States, that the money 
of the country, whether metallic or paper, ought 
to be exclusively under the control of the 
National authority, and that a just construction 
of the Federal Constitution places it there. 
Although the nation exercised this exclusive 
control for the first time on the 3d of March, 
1865, by the imposition of a prohibitory tax 
upon State -bank issues, it had always been the 
opinion of the soundest statesmen, that such 
issues practically nullified the admitted powers 
of Congress in respect to coinage and the cur- 
rency. State -bank notes were tolerated so long, 
only because they were in actual existence, and 
on account of the difficulty of getting rid of 
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them and of agreeing upon a substitute for 
them. 

Money is essentially a matter of National con- 
cern, because it ought to be current without 
discount or premium, everywhere within the 
limits of the same country, and especially in 
such a country as the United States have be- 
come within recent years. " 

In the earlier history of nearly all European 
countries, the coining of money was practiced 
by the feudal barons, and mints did not be- 
come National until the authority of the central 
governments became real and effective. 

In this country, the issue of paper money 
belongs of right exclusively to the nation, and 
should not be left to any other authority, and 
still less to private persons, or associations of 
private persons, if the question could be decided 

* The President of the American Banliers' Convention (ses- 
sion of August, 1881) well observed: 

" A great change has taken place in the commercial condi- 
tions and relations of the various States to each other and to 
the country at large. States once comparatively isolated have 
become interlocked with the others by railroads and modern 
motors, and sections once distant and almost exclusive in their 
local trade and currency, are now so banded together by com- 
mercial ties and easy modes of social intercourse, that local 
interests, formerly restricting them, no longer exist. Modern 
commerce knows no State lines. . . . Currency notes, 
once emitted anywhere within the States of the Union, dif- 
fuse themselves among the people of the broad land and be- 
come practically National." 
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as an original one, and free from embarrass- 
ments arising from the actual existence of paper 
from other sources. The issue of circulating 
paper is as much the creation of money, as the 
minting of gold and silver, and is one of the 
essential attributes of sovereignty. And so far 
as such an issue is profitable to the issuer, as 
it is to an important extent, such profit clearly 
belongs to the nation, and cannot rightfully be 
given away as a matter of favoritism to speci- 
fied individuals, or classes of individuals, who 
may happen to be possessed of certain amounts 
or particular kinds of wealth, or who may 
happen to be able to furnish such securities as 
may be required for the redemption of paper. * 
In the actual circumstances, we must take into 
account the fact that we have in existence about 

* The profit to be derived from a paper circulation legiti- 
mately belongs to the Government. — (Lord Overstone's Man- 
agement of the Currency, 1840. ) 

To whose benefit ought the proceeds of a paper issue to 
be appropriated? To whom do the profits properly belong? 
Surely to the nation at large. — ( Lord Overstone's Letters to 
y. B. Smith, 1840.) 

The British legislation of 1844 adopted the foregoing prin- 
ciples laid down by Lord Overstone. While it did not disturb 
the Bank of England's enjoyment of the profits of the fixed 
issue of paper which was determined by the amount of its 
own previous circulation, it required the payment to the Gov- 
ernment of the entire net income of the securities upon which 
it might thereafterwards make additional issues, deducting only 
the actual cost attending such additional issues. 
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2,200 National banks, with an effective circula- 
tion of about $330,000,000, and the aggregate of 
whose loans on the first of October, 1881, was 
1 169 million dollars. It is plain that a system 
like that, with such ramified and extensive con- 
nections with all the great industrial and mer- 
cantile interests of the country, must be dealt 
with in a cautious and conservative temper. 
The English bank legislation of 1844, and the 
more recent example of the reform of the paper 
currency of the new German Empire, suggest 
the general principles which should govern the 
treatment of the American National banks. It 
was believed in England and Germany, that it 
would be better to have the paper money pro- 
vided by one central issuer, so that the limits 
of the issue could more easily be made to con- 
form to a uniform and defined system. Never- 
theless, the rights of issue of country and pro- 
vincial banks, as then existing and as then 
actually exercised, were not interfered with. In 
neither country, however, were any new banks 
allowed to create circulating paper money, nor 
were the old banks allowed to increase their 
creations of such money. In both, the issues 
of these county and provincial banks were left 
to disappear gradually, with the vicissitudes of 
affairs, by insolvencies, by voluntary surrender, 
and otherwise, provision being made that as 
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they successively lapsed, the right to them should 
revert to the central issuer. 

To apply the principle of the British Bank 
Act of 1844 to this country, we must first de- 
termine what is the lowest amount to which it 
is " reasonably possible " ( to quote Lord Over- 
stone's carefully considered phrase ) that the 
paper money in the United States can be re- 
duced, or in other language, what amount oi 
such money will remain in circulation and not 
be presented for redemption in coin in any con- 
dition of things which can reasonably be appre- 
hended. For that amount of paper, dealing 
always with the greenbacks and the National- 
bank notes as one mass, no provision for re- 
demption should be made. Furthermore, no 
redemption of that amount should be permitted, 
if in any extreme possibility, such as the case 
of an unfounded panic, redemption of any part 
of it should happen to be demanded. For all 
paper in excess of that amount, still dealing 
with the greenbacks and the National - bank notes 
as one mass, coin should be held in reserve, 
dollar for dollar, so that the presentation of 
the paper for redemption should involve no de- 
struction of money, but leave the amount in 
existence precisely the same as it was before. 
This reserve of coin should of course be held 
by the Government, which is already, under 
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present laws,* as much responsible for the bank 
notes as for the greenbacks, and which was 
always morally and politically responsible for 
the condition of the currency, and must ever 
remain so. 

Under this system, there could in no case, 
or contingency, be such- a thing as a diminu- 
tion of money by its destruction, which is an 
unavoidable incident of the redeemable bank- 
note system. There would be more itioney in 
the country, when gold and silver flowed in as 
a consequence of a favorable balance of foreign 
trade, or to the extent that such a favorable 
balance made it possible to retain the produc- 
tion of our own mines. There would be less 
money in the country, when an unfavorable bal- 
ance caused an outflow of the metals in excess 
of their domestic production. Even in this last 
case there would be no destruction of money, 
and no diminution of the money of the world, 
but only a transfer of money from this to 

*See sections 5227, 5229, and 5230 of U. S. Revised Statutes 
(of 1874), by which it is made the duty of the U. S. Treas- 
urer to redeem in lawful money, the notes of an insolvent 
National banking association. For the purpose of subsequently 
indemnifying the United States for such redemption, the Comp- 
troller of the Currency may, at his discretion, either " cancel 
an amount of bonds pledged by such association, equal at current 
market rates, not exceeding par, to the notes paid," or sell the 
bonds at auction in New York, giving thirty days' notice of 
the sale. 



286 REFORM NEEDED IN U. S. CURRENCY. 

some other country, or countries, where it would 
perform the same ofiBce of upholding the gen- 
eral prices of the world as it had previously- 
performed here. Under this system, the fluctua- 
tions in the volume of our money, in the 
times of their happening, in their degree and 
extent, and in their effects, would be precisely 
the same as if it consisted exclusively of the 
metals. 

So far as the proposed system involves changes 
in the present mode of coin redemption, no 
new responsibility is thrown upon the Govern- 
ment, while the banks may be relieved from cer- 
tain risks, in respect to which paramount public 
interests require that they should be relieved. 
Their existing obligation to keep a redemption 
deposit in the United States Treasury, equal to 
five per cent, of their circulation, is a trivial 
matter at the most, and may well enough be 
left as it is. Only such changes should be 
made as are imperatively called for, and none 
should be made merely for the sake of giving 
to all the details of a system an exactly logical 
and theoretical symmetry. The change needed 
is in the methods now authorized to be pur- 
sued in the cases of the insolvency of particular 
banks, or of an extensive or universal suspen- 
sion of payments by them. In both cases, the 
banks are exposed to a summary sale, at no 



REFORM NEEDED IN U. S. CURRENCY. 287 

matter what sacrifice, of the Government bonds 
which they have put in pledge for the security 
of their circulation, and in both cases, the 
country would be subjected to the mischief and 
wrong of a summary destruction of money. It 
is without doubt true, that that part of the 
present National banking law would be found 
impracticable of execution if a general stoppage 
of payments by the kanks should occur, and 
that in such a case the law would be suspend- 
ed or repealed. No sum of money approximat- 
ing the present aggregate note circulation of the 
banks can be abruptly destroyed in this coun- 
try, and if it could be, the consequences would 
be ruinous. The temporary locking up of only 
eighteen million dollars in February, t88i, by 
the deposit of greenbacks in the United States 
Treasury for the retirement of National - bank 
circulation, forced up the borrowing rate for 
money in Wall Street to one per cent, per day. 
The whole machinery at present devised for 
the redemption of bank notes, would be found, 
in the event of any serious emergency, to have 
been made for show and not for use. It bris- 
tles with impossibilities in every part of it. If 
all the Government bonds now in pledge for 
the bank circulation, or even one -fourth of 
them, were suddenly thrown upon the market 
en masse, they would not sell for enough to re- 
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deem the notes for which they are the security, 
while the banks themselves would be subjected 
to an enormous loss. If the banks cannot re- 
deem their notes, the Government should substi- 
tute for them its own notes, and increase their 
issue to that extent, so that the volume of 
money may remain undisturbed. As to the bonds 
deposited with the United States Treasury by 
the banks, if the Government does not choose 
to take them at the current market rates and 
cancel them, it "should only dispose of them at 
such favorable times and in such suitable quan- 
tities, as will protect the banks against any 
avoidable sacrifices and safeguard all the public 
interests which are involved. The total quantity 
of paper, greenbacks and bank - notes together 
against which coin is not held, should in no 
case be diminished, but provision should be 
made for an annual addition to it proportioned 
to the increase of the population of the coun- 
try. 

As to the proper amount of the issue of 
paper in this country without any provision for 
its redemption in xoin, it must be determined 
by deciding, first, how large a volume of money, 
at the metallic standard, the United States are 
entitled to under the laws which distribute such 
money among the different countries of the 
world, and second, what proportion of the money 
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of the country may be paper, without any pro- 
vision for its redemption in coin. 

The average amount of money, at the metallic 
standard, which any country can have consistent- 
ly with the necessary international equilibrium 
of currencies and prices, is not determined mere- 
ly by population, but by many other circum- 
stances, such as the extent of the exchanges of 
trade, the diversification of industries, the great- 
er or less prevalence of the practice of hoard- 
ing money and the greater or less resort to 
economizing expedients in the use of money. 
Countries producing more gold and silver than 
they consume, will have on an average a vol- 
ume of money and a scale of prices as much 
in excess of the general level, as will produce 
that outflow of the metals which is a constant 
fact in the condition of mining regions. Coun- 
tries like India, Ireland, and the United States, 
owing and paying a tribute to - foreigners, 
as interest upon loans, profits of investments 
in railroad and other enterprises, or as the 
rental of lands, will have on an average a 
volume of money and a scale of prices as much 
below the general level, as will produce that 
excess of exports over imports of merchandise, 
by which alone foreign claims can be satisfied. 
Very probably, some of the causes which deter- 
mine the proportional distribution of money 
19 
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among different countries, are so subtle and ob- 
scure that they escape observation. But there is, 
fortunately, never any serious difficulty in deter- 
mining whether the currency of the United 
States, or of any country, is in excess at any 
given time. The simple and true test of the 
question of excess or deficiency in our currency, 
is the course of our foreign trade. That shows 
whether our prices are too high, or too low, or 
at the proper level relatively to the prices of 
the world. So long as the balance of trade is 
sufficiently large to meet the claims which .for- 
eigners have upon us for the use of the capital 
borrowed of them in various forms, we may be 
sure that our prices are not too high relatively 
to prices elsewhere, or, to express the same 
thing in other words, that our currency is not 
too large relatively to foreign countries. Except 
to the extent of the disturbing fact, that the 
metals sometimes flow in or out, not as a con- 
sequence of deficient or excessive currency, or 
of prices too low or too high, but of the 
movement of the various stocks, bonds and se- 
curities which are dealt in internationally, we 
might determine thd level of currencies by the 
quiescence or movement of the metals, just as 
we determine that water is at a level when it 
is not in motion, and decide which part of the 
surface is the highest when we observe in which 
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direction the water runs. An international equi- 
librium of currencies is not an equality per cap- 
ita, nor is an international equilibrium of prices 
an equality of prices of the same things, which 
last condition, if it existed, would put a final 
end to any international trading whatever. The 
currency and prices of a country are at an 
equilibrium with the currencies and prices of 
the world, when the balance between its mer- 
chandise exports and imports is such, that there 
is no movement of gold and silver inwards or 
outwards, except as the consequence of its pro- 
ducing either more or less of the precious 
metals than it consumes in the arts and in the 
wear and loss of coins, or as the consequence 
of the movement inwards or outwards of inter- 
national securities. 

Applying these principles to the facts of the 
existing condition of this country, we may con- 
clude that our currency is now not far from 
the point of equilibrium with the currencies of 
the nations with which we have commercial in- 
tercourse. 

The National -bank notes, deducting those 
whose withdrawal is provided for by deposits of 
money for that purpose, amount to about 
$330,000,000. On the first of November, 1881, 
the full - tender silver ( dollars ) amounted to 
$ 100,000,000, and at the same date, according to 
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the Director of the Mint, there was 1563,000,000 
of gold, including coin and "bullion at the mints 
and assay offices available for and awaiting coinage." 
From this total metallic money of $663,000,000, 
there should be deducted % 139,000,000, the coin 
reserve held for the redemption of the green- 
backs and % 17,500,000, the cash' reserve held in 
the United States Treasury for the redemp- 
tion of National - bank notes. This would make 
the total full -tender money in circulation No- 
vember I, 1881 : 

Greenbacks % 347,000,000 

National - bank notes 330,000,000 

Gold and silver coins 506,500,000 

$1,183,500,000 

The Mint estimates of the gold in the country 
are commonly regarded as somewhat too high, 
and probably are so, and the figures of the 
greenbacks and National -bank notes are subject 
to the deduction of such amounts of either as 
have been destroyed or irretrievably lost during 
the twenty years that they have been in use. 
In round numbers, the circulation in November, 
1 881, exclusive of subsidiary currency, may be 
stated at 1100 million dollars, or $21.15 P^^ 
capita, assuming a population of 52 millions. 
This compares with $33 per capita in France, if 
we add to the notes of the Bank of France 
the coin outside of the Bank, upon the estimate 
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of M. Cernuschi ( which is lower than some 
estimates recently made), that the total full- 
tender coin in France is f 1,000,000,000. It com- 
pares with $21.43 i^^'' capita in the United 
Kingdom of Great Britain and Ireland, if we 
add to the total authorized issue of ^30,000,000 
of bank notes not covered by gold, _^ 120,000,000, 
which is the highest (and probably very much 
exaggerated) estimate of the gold in monetary 
use, including what is held in the Issue Depart- 
ment of the Bank of England. 

In estimating the volume of the currency, 
coin and paper together, of this country, some 
persons, in addition to the proper deduction 
from the coin, of so much of it as is held in 
reserve against paper, make other deductions, 
which are based upon a total misconception of 
the case. The principal one in amount of these 
improper deductions, is the reserve of specie in 
the National banks, which was 114 million dol- 
lars in all, October i, 1881, and probably no 
million dollars of full - tender coins. Another 
deduction, not so often made, is that of the 
greenbacks held by the National banks, and 
which amounted to 53 million dollars at the 
same date. Both these reserves of the National 
banks are held under existing laws exclusively 
against their deposits, while the reserve for the 
redemption of their notes is held in the U. S. 
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Treasury. The reserve of 167 million dollars in 
coin and greenbacks in their vaults is insuffi- 
cient for their deposits alone, which amounted, 
October i, 1881, to 1083 million dollars. It has 
been sometimes laid down as a rule of sound 
banking, that the proportion of cash to demand 
liabilities should be one to three, but in the 
case of the National banks, throwing their cur- 
rency notes out of the account, it is only one 
to six and one - half. 

Another deduction sometimes made is the cash 
in the United States Treasury, over and above 
the reserve of coin held against greenbacks, and 
especially such part of this cash as consists of 
greenbacks. 

The persons who make such deductions, are 
apparently unable to conceive that money is in 
use unless it is in motion, whereas it is true 
of all circulating money, that the time during 
which it is at rest exceeds in an enormous pro- 
portion the time when it is being employed in 
payments or purchases. 

Lord Overstone, before the Committee on 
Commercial Distress, appointed by the British 
House of Lords in 1848, observed : 

It seems to me a fallacy to say that "money in circula- 
tion " means only that which is actually in motion ; it means 
that which is used or retained for any of the purposes for 
which money is required. I believe that the most efficient 
form in which money can subsist is in banking reserves, far 
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more than when in the possession of private concerns, or of 
individuals. 

The real condition of nearly the whole of the 
circulating money of any country, at any given 
moment of time, is, that it is then "retained" 
in the pockets, tills and safe places of indi- 
viduals and corporations, and in the vaults of 
banks and public treasuries, for some or "any 
of the purposes for which money is required." The 
amount so "retained" vr\W bear a proportion to 
the extent of the affairs, purchases and pay- 
ments of the party concerned, vphether it is an 
individual, corporation, or government. The af- 
fairs of the United States Treasury being large, 
the working balance of cash which it constantly 
requires is correspondingly large, but whether 
it is large or small it is as much money in 
circulation, as cash which is "retained" anywhere 
else for "the purposes for which money is re- 
quired." Nor can it be of any consequence 
whether the cash in the United - States Treasury 
consists of greenbacks or coin. Greenbacks do 
not lose their monetary functions by being re- 
ceived into the United States Treasury, and the 
law imperatively requires that in whatever man- 
ner they find their way into it, they "shall be 
re -issued, paid out and kept in circulation." There 
never can be any appreciable quantity of them 
in the Treasury, aside from those held merely 
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in trust, without an impeachable mal - administra- 
tion by the official in charge of tha,t department. 

Until the country has decided to adopt the 
substantial principles of the British Bank Act 
of 1844, it would be premature to discuss the 
precise proportion of the paper circulation, 
which should be left to rest upon the general 
duty of the Government to take care of the 
currency, but without any coin reserve behind 
it and without any provision for its redemption 
in coin, upon the general plan of the '■'■fixed 
issue " of the Bank of England. It should not 
be any larger proportion than could be safely 
counted upon as certain to be retained in the 
channels of circulation in all "reasonably possible" 
contingencies. Nor should it be any smaller 
proportion than that, in view of the rapidly 
increasing monetary needs of mankind, the sta- 
tionary yield of the mines, and the uncertainties 
which still hang over the final outcome of the 
efforts to limit the coinages of the commercial 
nations to a single metal. 

The circumstance which most directly affects 
the proportion of paper which the channels of 
circulation can retain at a parity with coin, is 
that of the denominations of money for which 
it is issued. Under the redeemable bank-note 
system as existing in England before 1844, the 
argument was fairly made against small notes, 
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that they diminished the stock of circulating 
coin, which was a valuable resource for replen- 
ishing the vaults of the banks, when they were 
subjected to a run for specie. No such argument 
can now be made in England, as all the notes 
intended to be redeemed have gold behind them, 
pound for pound. The "reserve'' which the 
Bank of England takes measures to recruit, in 
the case of its deficiency, has no connection 
with the gold in the Issue Department. The 
amount of that metal in the Issue Department 
is varied only as individuals may happen volun- 
tarily to exchange paper for gold, or gold for 
paper. No measures are ever taken to recruit 
the amount when it is falling off. Its ebbs 
and flows attract little attention, and create no 
anxiety. The parity with gold of all that part 
of the paper currency of Great Britain, for the 
conversion of which it is reasonably possible 
that demand can be made, would be just as 
secure if the English banks were allowed to 
issue £^ I notes, as it is now, when none below 
_;^5 are issued. But as often happens, English 
opposition to small notes has survived the con- 
dition of facts in which it had its origin. There 
exists to - day no good reason why the Bank of 
England should not issue jQ i notes, of which 
the advantages would be many and great. Brit- 
ish prejudices on this subject, which have been 
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characterized by one of their favorite writers as 
"absurd,"* cannot be reasoned with, but they 
will be given up whenever the constriction of 
money reaches the unendurable point. In this 
country, if the method of conforming the paper 
part of the currency to the metallic standard 
shall substantially follow the British plan, no 
good reason will exist for withdrawing the % i, 
% 2, and $ s notes, to which the people are ac- 
customed, and which they very much prefer to 
coin. 



CHAPTER XVII. 

Variations in the amount of money not 
required by the moving of the crops. no 
proof, or probability, that the amount re- 
quired varies, comparing different weeks, 
or months. 

The most plausible claim made in this country 
in favor of redeemable bank notes, as distin- 

* In England we have a great quantity of gold, because 
there is an absurd prejudice against the use of one -pound 
notes, so that sovereigns must be used as change for five- 
pound notes. In Scotland it is just the reverse, and it is 
not uncommon for a beautiful gold sovereign to be actually- 
refused, and a one -pound note demanded instead. — Jevons, in 
1877, in a paper read before the American Social Science 
Convention. 
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guished from the British system of a steady- 
quantity of paper circulation, is their power of 
elastic adaptation to the alleged greater demand 
and need for money at certain seasons of the 
year for the purpose of what is called " moving 
the crops." Indeed, it seems to be the established 
doctrine of American financial writers, that the 
ingathering of agricultural harvests and their 
movement to markets, which involves and in- 
cludes their purchase, produce a new demand, 
not merely for money, in the proper and strict 
sense of that word, but for loanable capital. 

The production of an agricultural crop re- 
quires an advance of capital, greater or less, and 
for a longer or shorter time, depending upon, 
the amount and nature of the crop, but when 
it is produced and appears in the markets, it is 
itself capital, and by so much an addition to 
the floating and disposable wealth of the coun- 
try. It is not a subtraction from the means of 
the community, but an enlargement of them, 
and is a new supply of capital, not a new de- 
mand for it. The normal and ordinary condi- 
tion of the case is, that the crop not only re- 
funds all the capital employed in producing it> 
but pays interest on that capital for the time it 
was employed, rent of the land used, and more 
or less profit. In all these respects, an agricul- 
tural crop is on the same footing as any other 
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production. It absorbs means, either belonging 
to the agriculturist, or borrowed by him, or 
partly the one and partly the other, while the 
process of production is going on, but replaces 
these means with some addition when the pro- 
duction is consummated. The. lumberman ab- 
sorbs his own capital, or borrows the capital of 
others, when he is logging and when he is 
manufacturing his logs into marketable forms 
of lumber, but when he sells his lumber he re- 
places his own capital, or repays those of whom 
he has borrowed capital, and expects to have 
an overplus of profit, which, if realized, is a 
newly - created capital. It is the same with the 
shipbuilder, and with any producer. It is at 
seed time, and not at harvest time, that de- 
mand is made upon capital in agriculture, and 
in everything else. It is in no other way than 
by the profits of agricultural crops and of pro- 
duction in mining and manufacturing, that the 
aggregate capital of a nation is accumulated. 
If other things remain the same, the demand for 
capital relatively to the supply of it tends to 
lessen, as the amount of capital increases with 
the incoming of the successive crops of the 
husbandman and with the successive appearance 
in the markets of other productions. 

This was not more true, but more obvious, in 
respect to the Southern crops of sugar, rice and 
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cotton, as produced under the old methods ex- 
isting before the civil war. Planters continued 
to be to the last as "poor to a proverb,'' as John 
Adams said they were soon after the Revolu- 
tionary War, being as a rule in debt for one 
crop ahead to the merchants and factors in 
Charleston, New Orleans, and other Southern 
cities, the exceptions being as numerous on the 
side of debts for two crops ahead, as of being 
free from debt. The marketing of crops was in 
these cases the period, not of absorption of 
more capital, but of repayment to the persons 
who had made the needed advances, and as 
these persons in their turn were always more 
or less assisted to make them, by buying on 
credit of Northern merchants, or by borrowing 
money of Northern bankers, it was also the pe- 
riod of relief and harvest to such Northern mer- 
chants and bankers. But what was obvious in 
respect to the crops of Southern planters on the 
old system, is equally true of the present agri- 
culturists of that region, and of the West. 
Their crops are new capital, for the benefit of 
themselves and their creditors in varying and 
conjectural proportions, but always and in any 
event new capital for somebody, and not a 
drain of capital. 

It is the crops which repay to the seaboard 
cities the very considerable advances towards 
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raising them, which they make through indirect 
channels of internal trade. It is the crops which 
pay interest on farm mortgages. It is the crops 
which, through the instrumentality of the tax- 
gatherer, pay interest on municipal and county 
bonds. It is the crops which give income to 
railroad property. In these, and many other 
ways, they furnish the seaboard cities an an^ 
nual supply of capital, instead of draining it 
away. A short experience of the contrary effects 
of a total failure of • the crops, would put 
an end to any delusions on that point. The 
effects of the partial failures which sometimes 
times occur ought to be sufficient to put an 
end to them. Abundance and prosperity can- 
not exist in any part of the country, or in any 
interest, without favorably affecting all parts of 
it, and every interest in it, and especially is it 
impossible that the creditor sections should fail 
to gain by the prospered industry of the sec- 
tions indebted to them. 

When financial writers say that " moving the 
crops" absorbs loanable capital, they mean the 
purchase of the crops, and not the transporta- 
tion or forwarding of them to markets. But 
the literal meaning of the phrase — moving the 
crops — includes the transportation or freighting 
of them, and it is quite probable that the con- 
stant use of that phrase has created a popular 
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impression that both loanable capital and money- 
are absorbed by such transportation or freighting. 

Undoubtedly, freighting Iowa wheat to New 
York is as much a part of the cost of laying it 
down there, as the expense of raising it. The 
demand for capital made by the operation of 
freighting is real and considerable, but it be- 
comes unimportant, and almost inappreciable, 
from the circumstance that the time during 
which capital is thus absorbed is very short. 
The addition of value to a crop by moving it 
to its market, is substantially simultaneous with 
the expenditure involved in moving it. This 
added value is a new capital, which at least re- 
places the capital absorbed in making the ad- 
dition, and this replacement is so speedy that 
the advances of capital required in the case 
may be disregarded. And such advances, what- 
ever their importance may be, are made, not 
by loaners of money, but by railroads and 
freighters, who do the actual work of transpor- 
tation before they get their pay for it. 

Prevalent modes of expression in respect to 
crops, sometimes go the length of representing 
their producers and owners as altogether help- 
less to move them, unless somebody will come 
to their relief. A few years ago a deputation 
of merchants and bankers from South Carolina 
appeared in New York and represented that 
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that State was running over with valuable 
crops, which could not be moved unless funds 
for that purpose were furnished from the North. 
No funds were obtained, but the crops never- 
theless came forward. There is no known in- 
stance of a crop being left behind anywhere, 
which was worth more in the market than the 
cost of delivering it there. No bale of cotton 
ever made its appearance in Charleston, when 
it was not under blockade, without finding a 
purchaser, and no bale of cotton ever lacked a 
carrier to Charleston, if its price in that mar- 
ket was greater than the cost of carrying it 
there. 

The supposed difficulties of moving crops are 
not heard of after they reach the seaboard. 
Nobody suggests that there is any difficulty in 
moving them across the Atlantic. Ships are 
never wanting in the seaports ready to take 
wheat to Liverpool, without either advances or 
security. They are content to collect their 
freights when they are earned, and the Liver- 
pool purchasers of the wheat, who pay the 
freights, receive value in hand for what they 
pay. All the advances made in respect to mov- 
ing crops across the Atlantic -are made by the 
ship-owner, who is at the charges of running 
his ship in anticipation of his freights. In long 
voyages, as in carrying wheat from the Pacific 
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States to Liverpool, these advances are for a 
considerable term of time, but carriers on those 
terms are never wanting. Bankers and merchants 
are not called upon to make advances for 
freighting crops, either to the seaboard or to 
foreign ports. 

The attraction between crops and the markets 
for them is mutual. The markets want the 
crops, and the crops want markets. It is for 
markets that crops are produced, and that crops 
will reach markets in some way is as certain 
as the descent of fluids down an inclined plane, 
or as the congress of the sexes. And it is not 
merely something which will take care of itself 
if let alone. It is something which cannot be 
prevented by anything short of the interposition 
of physical force, and is not easily prevented in 
that way. That experiment was tried upon the 
Southern crops during the civil war, but cot- 
ton broke through blockades by sea and bribed 
its way through blockades by land, in no incon- 
siderable quantities, in spite of all efforts to 
prevent it. 

That the "moving of crops" in the sense of 
purchasing them, makes a demand, and a very 
large demand for money, is not denied, using 
the term money here in its strict sense, and 
not as it is sometimes used, as a convertible 
term for loanable capital. The purchase of all 
20 
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productions makes a demand for money, but 
the agricultural crops of this country are very 
great in the aggregate, and they are sold by 
the producers more uniformly for cash, as dis- 
tinguished from credit, than are the productions 
of manufacturing industries. In that view, the 
demand for money arising from their purchase, 
is one of the most important of all the money 
demands of the country, but it may appear that 
it is neither so great, nor so compressed into 
particular and short periods of the year as it 
is frequently said to be. The proceeds of the 
sales of agricultural crops are absorbed, more or 
less, in the liquidation of the debts of the pro- 
ducers, and the balances of actual cash received 
for them are ordinarily held by the producers 
for a very short time only, being almost imme- 
diately used by them in purchases and for other 
purposes. And taking all the crops of the coun- 
try together, their sales, instead of being com- 
pressed into particular seasons, extend through 
the whole year, although perhaps greater at 
some seasons than at others. 

The farmers and planters of this country, and 
especially in the newer and more exclusively 
agricultural portions of it, find that it takes no 
inconsiderable part of their corps to adjust their 
store accounts. Doubtless cash balances remain, 
but they do not hold such balances in strong 
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boxes until they can deliberately determine 
whether to invest them in United States or 
municipal bonds. They have taxes to pay, and 
mortgages, or interest upon mortgages to take 
care of. They have buildings to erect or repair, 
farming improvements to make, and tools and 
machines to buy. They have ordinarily post- 
poned one or all of these things, only until 
crop sales should yield means for their accom- 
plishment. They have various purchases to make, 
and as the desires of mankind alw^ays keep 
even pace with their powers of gratifying them, 
abundant crops and good prices are hailed as 
the signal and sure guaranty of a lively trade 
in merchandise. Farmers and planters are no 
more hoarders of money than producers of other 
things, and are quite as likely as other produ- 
cers to buy as much as they sell. 

Producers of particular agricultural crops may 
sell at special times, but it is true of the aggre- 
gate of farmers and planters that they sell con- 
tinuously. Cotton is principally marketed in one 
term of six months, and sugar in the next term 
of six months. Wheat in the Fall ; pork in the 
Winter ; wool in the Spring ; hay, Indian corn 
and cattle from January to January ; these and 
other fruits of agriculture make an endless 
chain of sales, and the more so in modern 
times, since the railroad has made transporta- 
tion practicable at all seasons. 
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It would seem that a proximately correct 
measure of the amount of money invested in 
agricultural crops, by the banking- and mercan- 
tile classes of our seaboard and interior cities 
at any given time, would be found in the 
amount of those crops in the cities, and in tran- 
sit thither. That view of the case will reduce 
very much the common estimates of the amount 
of money so invested, and it will reduce even 
more the common estimates of the variations in 
this amount, comparing one month with an- 
other, or one season with another. This is more 
especially true of Western crops. New York is 
the principal receiver of them, but aside from 
the demands of its own consumption, is a mere 
gateway, receiving to-day and exporting to-mor- 
row. The stocks held there are never large. 
Variations in these stocks are not large, and 
such variations depend less upon the season of 
the year than they do upon the conditions of 
the foreign and domestic markets. The crop 
which varies the most, in the amounts of it 
held in the cities, is cotton, but in respect to 
that product it is to be considered that when 
the amount held in the cities is declining from 
its maximum, the amount of capital directly or 
indirectly advanced to planters for the next crop 
is on the increase. 

To. assist in effecting exchanges is one of the 
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offices for which money is intended to be em- 
ployed. There is no peculiarity in the use of 
money in purchasing or exchanging agricultural 
crops, which distinguishes it from its use in pur- 
chasing or exchanging anything else. In a coun- 
try like the United States, where imported com- 
modities and domestic productions are in such 
variety, and come from so many sources, most 
of these commodities and productions have some 
special season when they are brought to the 
markets somewhat more than at other times, but 
there is still a tendency to an equable average 
in the aggregate amounts coming to the markets, 
comparing one time with another. 

It is clearly impossible to prove by any exact 
data that the monthly amount of money used 
in this country in purchases is always the same, 
but it is equally impossible to prove the con- 
trary. Many problems are indeterminable from 
the multiplicity and fluctuating character of their 
conditions, and this seems to be a problem of 
that description. There are certainly two con- 
siderations which tend strongly to prove that 
the amount of money employed in purchases 
varies but little from month to month. The 
first is, that there is no probable ground for 
supposing that the purchase of commodities for 
personal wants and gratifications varies much 
from month to month. The second is, that 
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when purchasing is for reproductive purposes, 
as of raw materials for manufacturing, the va- 
riation from month to month is not likely to 
be great, when the diversity of productive in- 
terests, including agriculture, is so boundless as 
it is in the United States. 

If to any extent, or to whatever extent, it is 
really true that, comparing particular months or 
seasons, with other months or seasons, cities 
have less than their average amount of money 
and the rural sections have more than their 
average amount, it by no means follows that 
the money of the country should be elastic in 
quantity. Such a conclusion is no more war- 
ranted than it would be by the fact that on a 
particular day some citizens may have parted 
with all their cash to make purchases of other 
citizens, which is a fact occurring every day, in 
instances without number. The result of such 
transactions simply is, that certain persons have, 
for the time being, less money, and certain 
other persons have more. Money is mobile 
from its very nature, and is performing its 
proper office when it is passing in the markets 
from one to another. It has currents and coun- 
ter-currents, and no movement of it in any di- 
rection is a proof that its amount should be 
changed. If it be supposed, for example, that 
on the average of the year the cities have fifty 
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per cent, of the total money of the country, the 
fact, if it could be established, that during one 
six months the cities have forty -five per cent, of 
the money, and during the other six months 
fifty -five per cent, of the money, would furnish 
no reason for concluding that the aggregate of 
money should be a variable quantity. 

In England, two facts happen regularly in the 
autumn : 

First, a diminution of the reserve of the Bank 
of England, which consists (nearly the whole of 
it) of the circulating notes which it obtains 
from the Issue Department. 

Second, a diminution ( ordinarily not large ) of 
the gold in the Issue Department. 
■ The reserve of the Bank of England in the 
middle of September, and the diminution of 
that reserve by the middle of November, were 
as follows in the years named : 

Reserve in Sept. Di»iinution in Nov. 

1873 i^ 13.346,843 ;f 3,644,817 

1874 12,291,969 3,474,250 

1875 14,788,808 4,213,361 

1876 22,244,069 4,373,811 

As to the demand for metal at the Issue De- 
partment in exchange for bank notes, readers in 
this country must be reminded that in England 
gold is not used in large payments, but is 
required in small ones, as there are no bank 
notes below $ 25. 
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The circumstances of England are such, that 
nobody there suggests, that the Autumn in- 
crease of the amount of bank notes outside of 
the vaults of the Bank of England arises from 
the moving of agricultural crops. Sales of grain 
and provisions by farmers in that country are 
continuous and substantially equable the year 
round, and agriculture, although absolutely a 
great interest, is relatively far less important 
than in this country. 

It is a not improbable explanation of what is 
observed, that the general activities of business 
increase, and give rise to more demand for 
money, as the heats of Summer subside. That 
explanation is, at any rate, as probable as the 
one most frequently given in this country. The' 
most that can be done, in respect to a prob- 
lem so essentially and perhaps so hopelessly 
obscure, is to balance probabilities. 

A table now before me of the monthly clear- 
ings at the N. Y. Clearing House for six years, 
shows that the amount regularly falls off after 
May, and regularly increases after August, but it 
also shows that they are no greater in the Au- 
tumn than in the Spring, and that they do not 
in the Autumn exceed the average of the year. 
The accurate description of the case is, not that 
the clearings expand in the Autumn, but that 
they shrink in the Summer. 



CHAPTER XVIII. 

Credit in purchases only postpones the use 
OF money. Errors of John Stuart Mill. 
Experience in England and United States 

I SHOWS that bank deposits do not have the 

EFFECT OF MONEY. ChECKS, DRAFTS, AND BILLS 
OF EXCHANGE DO NOT INCREASE THE VOLUME 
OF MONEY. 

In the discussions of the currency question in 
England, which preceded and led to the passage 
of Peel's Bank Act of 1844, and to some extent 
since, it has been maintained by one school of 
economists, that in advanced commercial coun- 
tries in modern times the principal part of the • 
operations of trade are carried on by credits, 
bills of exchange, and checks on deposits in 
banks ; that the actual amount of money re- 
quired for use is very much economized by 
various expedients, such as bankers' clearing 
houses, and the quite general practice of depos- 
iting it in banks, where it becomes constantly 
active, instead of remaining idle, as it otherwise 
would, for a greater or less proportion of the 
(313) 
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time, in the hands of its individual owners ; 
that money is thus made the smallest part of the 
medium of exchanges ; and that consequently 
prices are very little affected by the volume of 
money, and that neither its actual magnitude at 
any given time, nor changes in it from time to 
time, can be matters of any great concern. By 
this class of economists, credits, bills of ex- 
change, and checks upon deposits in banks, and 
other similar instrumentalities employed in mak- 
ing purchases and payments, are described, some- 
times as substitutes for money, and sometimes 
as additions to the volume of money. 

It is insisted upon by these persons with 
special confidence that the debt of a bank, evi- 
denced by its books of account with its depos- 
itors, is to all intents and purposes the same 
thing as the debt of the same bank evidenced 
by a circulating note, and is equally accepted as 
money, and that the only difference is in the 
method of transfer, which is by a check in the 
case of a deposit, and by delivery in the case of 
a circulating note.* 

* It would seem that the character of being money was 
at first claimed only for deposits in banks having the power 
to issue circulating notes, and to issue them without limit, 
and not for deposits with other classes of banks or bankers. 
That was the view taken in Condy Raguet's book on bank- 
ing published in this country in 1839. Lord Overstone, who 
always denied that deposits with any class of bankers were 
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It is a matter of familiar knowledge that 
there are a vast number of purchases and pay- 
ments made in this and other countries without 
the use of money. This happens in cases of 
barter, where one thing is exchanged for another. 
It happens in cases where a debtor sells some- 
thing to his creditor in partial or complete 
satisfaction of his debt. It happens in cases of 
mutual accounts, where money is used only in 
respect to the balance found due from one 
party to the other, and where in respect to all 
other matters and things embraced in such ac- 
counts, the payments are made by offsets. It 
happens when property of any kind is paid for 

money, said in 1840, (second letter to Smith) that nobody 
would think of calling a deposit with a non- issuing bank, 
or banker, money, or circulation. The idea down to that 
time would appear to have been, that deposits with a bank 
lawfully empowered to give its circulating notes for any pur- 
pose and to any amount, and of course, for all the deposits 
which it might hold, were the same thing as circulating notes, 
because always convertible into them. No such banks have 
existed in Great Britain since 1844, or in this country since 
1865, when the issuing power of the State banks was de- 
stroyed by the teh-per-cent. tax on their notes. The Na- 
tional banks have never had any power in that particular, ex- 
cept that of using certain limited amounts of notes furnished 
to them by the authorities at Washington, and their means of 
paying their depositors at any given time, do not exceed 
their cash actually in hand, including such of the notes so fur- 
nished to them as they may then happen to hold. 

At the present time, those who claim that deposits in banks 
are money, make no distinction between issuing and non- 
issuing banks. 
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by the transfer of Government, municipal, and 
railroad bonds, or of the debts of third persons 
as acknowledged by notes, or otherwise. But 
neither barter, nor offsets, nor public, corporate, 
or individual debts, are money, or additions to 
the volume of money, and nothing need or can 
be said in respect to purchases and payments 
made in these several ways and in similar ways, 
except that the use of money has not been re- 
quired in them. Money has never been defined 
as being the only thing which can be employed 
in buying and in liquidating debts, but as some- 
thing which is currently accepted whenever it is 
offered in such transactions. 

Of credit, it is often said that it performs the 
offices of money, and thus becomes a substitute 
for it ; that it is as much a purchasing power 
as money is ; that whenever and to whatever 
extent it is so employed, it dispenses with the 
use of an equal amount of money, and thereby 
practically enlarges the circulating medium ; and 
that prices depend quite as much upon the 
activity and abundance of credits, as upon the 
volume of money. 

It will be convenient in discussing what is 
thus said about credit, to consider first, its sim- 
plest and most common use, which is in the 
purchase of merchandise and other property. 
The doctrine, which is largely prevalent, that 
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credit thus used dispenses with an equal amount 
of money is laid down by Condy Raguet {Cur- 
rency and Banking, 1839), in the following lan- 
guage : 

In a country where no credits, or comparatively few, are 
given on the sale of property or merchandise, and where 
consequently payments are made entirely or chiefly in coin 
on delivery of the articles sold, a larger amount of gold 
and silver is required, than in another country of equal 
wealth, population and trade, in which sales are usually and 
frequently made on credit. 

John Stuart Mill ( Principles of Political Econ- 
omy^ goes much further than Raguet. In Book 
3, Chapter 11, he says that ''^credit is purchasing 
power" and observes in respect to any person 
buying on credit : 

He creates just as much demand for goods, and tends 
quite as much to raise their price, as if he made an equal 
amount of purchases with ready money. 

And in the next succeeding chapter we find 
him saying : 

The amount of purchasing power which a person can ex- 
ercise, is composed of all the money in his possession or 
due to him, and of all his credit. 

Prices do not depend on money, but on purchases. 

Money and credit are exactly on a par, in their effect on 
prices. 

Comparing the amount of money required in 
trade in two countries, it can certainly make no 
difference that it may be the custom in one of 
them to have money paid down when purchases 
are made, and in the other to have it paid in 
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one, two or six months afterwards. In either 
case the same amounts of money are employed, 
either sooner or later, and the use of credit has 
no other effect than to separate the delivery of 
property and of the money price of it, by an 
interval of time. Undoubted credit has a com- 
mand over property, substantially equal to that 
enjoyed by money ; but after all,, the purchasing 
power of men is strictly limited in amount to 
their means of paying money. Credit merely 
enables them to make an anticipatory use of 
their means of paying money. The aggregate 
purcha.ses in a country over any considerable 
period cannot possibly be enlarged by the use 
of credit. A person with a fixed annual in- 
come, receivable in equal monthly installments, 
may by the use of credit spend the income of 
an entire year during the first half of it, but 
his total purchases for the year, and for a se- 
ries of years, are inflexibly fixed by the paying 
power of his income. The payments which a 
retail trader, aside from the use of his own 
capital, can make to the wholesale dealers of 
whom he buys, are limited to the amount of 
his own sales. If he has, through the use of 
credit, bought more at some times than he is 
selling, he must at other times buy less than he 
is selling. Mill himself, in the same chapter 
12, quoted from above, says : 
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In the long run, indeed, the money which people lay out 
will be neither more nor less than the money which they 
have to lay out. 

Credit, although no addition to the purchasing 
power of persons, does, nevertheless, give them 
a freedom of option as to the times when they 
will purchase, which they could not have if 
purchases required in all cases the payment of 
money on the spot. On this account, it is quite 
conceivable, and is probably true, that the use of 
credit in buying increases and intensifies that 
part of the fluctuation of prices which re- 
sults from the oscillations from buoyancy and 
hopefulness to depression and timidity, which 
seem inseparable from the constitution of the 
human mind, and which manifest themselves in 
the conducting of trade as much as in other 
affairs of mankind. But the fact that credit used 
in purchasing produces some temporary effect 
upon prices, has no tendency to prove that 
credit so used is money, or a substitute for 
money, in the sense of causing any diminution 
in the average amount of money required to 
be used in purchasing. Nor does the admission 
of that fact conflict at all with the doctrine 
that, other things being equal, prices depend 
upon the volume of money, inasmuch as that 
doctrine does, by the very statement of it, in- 
clude a recognition of the condition that other 
things are not always equal. 
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Some persons affirm that the granting of 
credits, in the sense of loans of money, affects 
prices, but manifestly the exactly contrary thing 
is true, that prices as actually existing and 
future prices as forecast and' anticipated by 
those who lend, control the granting of credits, 
upon either specific pledges of property, or upon 
the general personal responsibility of borrowers. 
For what sum of money a piece of prop- 
erty will be accepted as security, depends upon 
its present market price, and upon the judgment 
of lenders as to the future course of the 
market for it. How large sums a borrower can 
command upon his general credit, will depend 
upon the present market money valuation of 
his reputed possessions, and upon the judgment 
of lenders as to whether that valuation is likely 
to rise or fall. In other words, loans do not 
control prices, but are controlled as to their 
amount by prices. It may be said and is true, 
that loaners of money have the power to lock 
it up and refuse to lend it at all, and may 
affect prices in that way. Without doubt, the 
volume of money effective in supporting prices 
is reduced by hoardings, but that is not more 
true of money held by loaners, than of money 
held by others. Furthermore, loaners, as a class, 
are the least likely to lock up money, because 
it is their business and habit to make profits 
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by lending it, and they rarely, if ever, do lock 
it up. 

Of economizing expedients in the use of 
money, the two which are most important, are 
bankers' clearing houses and the practice of 
making deposits in banks. 

Of clearing houses, little needs to be said. 
They are only a common agency, by means of 
which the great bulk of payments between banks 
are effected by offsets, and only the compar- 
atively small balances are required to be met 
by money. The principle is the same as that 
of offsets in mutual accounts between merchants, 
and other individual persons. To describe an 
offsetting which dispenses with the use of 
money, as money itself, or as a substitute for 
money, or as adding to the volume of money, 
is as idle as it would be to describe in the 
same way the transactions of barter trade, which 
equally dispense with the use of money. 

The effects of the practice of making deposits 
with bankers, have been the subject of pro- 
tracted controversies, and there is not as yet a 
general acquiescence in any solution which has 
been proposed for the difficulties which the case 
seems to present. 

We may conceive of a country in which it 
had been the general custom for persons receiv- 
ing money to retain it in their own possession 
21 
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until they had occasion to use it in purchases or 
payments, but which should adopt the different 
custom for persons receiving money to deposit 
it with some custodian, who might and did 
exercise the privilege of making a profit by 
loaning it until the depositors called for it. We 
may also' conceive that under the new custom 
the depositors of the money did not continue 
to deal with it as if it was still in their own 
hands, and especially did not have the power 
of making purchases and payments by means of 
negotiable checks for such portions of it as 
they might choose to draw for from time to 
time. In such a supposed case, there would 
only be an increased economy in the use of 
money, arising from the constant active em- 
ployment of a portion of it which had pre- 
viously been in active employment only a part 
of the time. And it may be useful to observe, 
that so far as effecting an economy in the use 
of money is concerned, the supposed case would 
not differ from the actual case of so much of 
the money deposited in savings banks, as would 
otherwise have remained idle. Such money does 
not continue to be ready money for the depos- 
itors, because they are ordinarily not allowed to 
draw it out at pleasure, and without notice. 

In the case of other banks and bankers, on 
the system of banking known and practised 
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in the United States, Great Britain, and many- 
other countries, it is believed by some persons, 
that in addition to that economy in' the use of 
money, which the practice of depositing in banks 
effects by converting idle into active money, 
there is an absolute creation of new money, 
when inscriptions of demand credits, available 
by means of negotiable checks, are made on 
the books of banks. They say further, that 
this creation is on a very large scale, because 
such inscriptions arise as well from loans and 
discounts as from deposits, and even more 
largely. They insist that the transfer of such 
credits is accepted as readily as money, and in 
fact is accepted as being money, in payments 
and purchases throughout the whole circle, often 
a wide one, of persons familiar with the sol- 
vency of the bank drawn upon, and that the 
larger part in value of commercial payments 
and purchases are made in that way. 

Before proceeding to discuss the question 
whether credits with bankers are money, it will 
be convenient here to notice the distinction which 
actually exists, although it is often overlooked, 
between the checks drawn upon such credits, and 
the credits themselves. Such checks frequently 
pass through many hands, being accepted by 
many parties in succession in payments for prop- 
erty and in satisfaction for debts, before they are 
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presented to the bank upon which they are 
drawn. Such acceptance of checks, unless they 
have been certified by the banks drawn upon, is 
due entirely to the confidence reposed in the sol- 
vency of the drawer, and to the belief that he 
would not put the check into circulation unless 
the state of his accounts, or of his relations 
with the bank drawn upon, insured its payment 
upon presentation. The same confidence in the 
drawer, which causes the acceptance of his check 
upon a banker, would cause the acceptance of 
his check upon any person not a banker, to 
whom the check could be presented with equal 
convenience. Whether an inscription of credit 
upon a bank is money, or not, it is very 
plain that a check upon a bank, whatever cir- 
culation it may have prior to its presenta- 
tion for payment, is not money, but only an 
order for money, differing in no respect of 
fact or principle from a similar order upon 
a person not a banker. A transaction of pur- 
chase or payment is closed by a check upon a 
bankj not finally as it would be by money, but 
only provisionally and upon condition that the 
check is paid in money by the banker, unless 
the holder shall prefer an inscription to his own 
credit on the banker's books. If the check is 
not paid in money, or otherwise to the satis- 
faction of the holder, the payment supposed to 
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have been made with it will have proved to be 
no payment, and must be made over again. 

As such checks are in fact nearly always paid 
and therefore nearly always perform one of the 
offices of money, it is not to be wondered at 
that merchants and bankers should fall into the 
habit of thinking and speaking of them as 
money, as they think and speak in the same 
way of the credits of banks upon which such 
checks are drawn. But what is money, or not 
money, is not determined by the loose ideas 
and modes of expression of any classes of per- 
sons, but by a careful consideration of the 
essential attributes of money. 

When a check drawn upon a bank is paid in 
money, the case does not seem to differ from 
that of an order for money upon a person not 
a banker which is complied with upon presenta- 
tion. It is when the holders of checks upon 
a bank accept, in lieu of money, an inscription 
to their own credit on the books of the bank, 
that deposits in a bank, thus left undisturbed 
and still continuing as deposits, will certainly 
have performed one of the offices of money. 
The great number of such cases gives import- 
ance to the question, whether such deposits do 
thereby become - money, but it is nevertheless 
true that- the proportion of such cases is enor- 
mously exaggerated. Bankers themselves accept 



326 MONEY — ECONOMIES IN ITS USE. 

nothing but money in payment for checks upon 
other banks which fall into their hands, and to 
how great an extent checks do fall into their 
hands is shown by the magnitude of the trans- 
actions of bankers' clearing houses. 

A thing may have some of the attributes of 
money, and still not be money. A thing may, 
in a particular transaction, or as between certain 
parties, have all the efficiency which money 
could have in that transaction, or between those 
parties, and still not be money. A commodity 
which has been effective in making a purchase 
by way of barter, has performed one of the of- 
fices of money, but it is not -made money by 
that fact. Credit, when sellers confide in its 
soundness, and are in a condition to be able 
to sell without exacting cash, is as good a 
purchasing power as money is, but that does 
not make it money, and unlike barter, credit 
does not even supersede and dispense with the 
necessity of using money at last. 

If the question was whether deposits in such 
banks in Great Britain and the United States, 
as at the present time are alone permitted to 
circulate notes, are substantially the same thing, 
and as much entitled to be considered money, 
as the notes of those banks under the laws 
which now regulate their issue, quantity, func- 
tions, and security, it would be at once decided 
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in the negative by everybody. The notes of the 
National banks in this country are perfectly 
secured, whatever may become of the solvency 
of the banks themselves. They are a legal ten- 
der to the Government for all debts and taxes, 
except custom - house duties, and the notes of 
each bank are a legal tender for all debts due 
to every other bank. These functions give them 
a currency in all the States, and without refer- 
ence to distance from the locality of the issuing 
bank. In Great Britain all bank notes, in ex- 
cess of the amount below which it is not deem- 
ed "reasonably possible" that their circulation can 
be reduced, are secured by a gold reserve, pound 
for pound, and as to the principal issuer, the 
Bank of England, its notes are a legal - tender 
in three quarters of the United Kingdom. It 
will hardly be maintained by anybody that be- 
cause such paper as these American and British 
bank notes, which are accepted by everybody 
and everywhere within the limits of their na- 
tionality, are money, the deposits in the banks 
which issue them must also necessarily be so. 

But in whatever particular manner the is- 
sue and security of bank notes, or of Govern- 
ment notes, are regulated, they are decisively 
distinguished from bank deposits by many cir- 
cumstances, of which the three following are 
specially noticeable : 
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First — That circulating notes command general 
acceptance, and indeed are not money unless 
they do so, while the availability in use, of 
bank credits in the deposit form, is limited to 
the localities in which, and the persons by 
whom, the reliability of such credits is actually 
known. 

Second — That Government and bank notes are 
never functus officio, but can be employed in 
purchases and payments in endless succession, 
whereas a bank check is extinguished by a sin- 
gle use of it as an order for money, and a 
bank deposit is extinguished by the first de- 
mand that is made for its payment in money. 

Third — That Government and bank notes take 
the place of the metals and exclude them from 
the circulation, in a much greater degree than 
bank deposits do. 

It was upon the last distinguishing circum- 
stances that Lord Overstone laid special stress 
in opposing the doctrine that bank deposits are 
money. In his testimony before a Parliamentary 
Commission in 1840, he said that he '■'■admitted 
a deposit and note were both debts payable on de- 
mand," but he added : 

The difference is this : the debt (in a note ) has assumed 
that form which makes it the representative of metallic coin. 

His views seem always to have been, that 
during any considerable period the average dis- 
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placement of coin was exactly equal to the av- 
erage circulation of bank notes, and it was in 
that sense that he regarded such notes as the 
representatives of the metals. He undoubtedly- 
overrated the extent of the displacement. 

In England, the opponents * of Adam Smith's 
views in respect to redeemable bank notes, have 
agreed with Smith and his followers that such 
notes displace an equal amount of the metals 
and do not enlarge the volume of money. 
The point in controversy between them was, 
that Smith and his disciples maintained that 
such notes never did and never could at any 
moment of time exceed the coins displaced by 
them, whereas it was the doctrine of the oppos- 
ing school, that while bank notes could not on 
the average and in the long run, exceed the 
coins displaced, they might be, and were at 
some times largely above that point, and at 
other times largely below it. Both schools 
equally overlooked the fact, that to what- 
ever extent bank notes displaced coin in 
any country, the coin thus displaced must re- 
appear somewhere else, and that the total mass 
of money in all countries must be thereby in- 
creased, so that the share of each country, 
although the same proportional part of the 

* Norman is the only exception I have met with in my 
reading, but there may have been others. 
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whole, would be absolutely greater, which it 
could not be if bank- notes displaced an equal 
amount of coin. But even on this view, which 
is clearly the sound one, a mixed currency of 
coin and notes at a parity with coin must 
bear a relation in quantity to a currency of 
coin alone, although not a relation of exact 
equality. 

The weight of authority in "Europe is over- 
whelmingly on the side of the view, that bank 
deposits, bills of exchange, credits, checks, orders 
of any kind for the transfer of debts, and simi- 
lar things, are not money, although having the 
effect of economizing the use of money. In all 
countries adhering to the metallic standard, leg- 
islators have uniformly accepted and acted upon 
that view. They have spared no care, or labor, 
to keep circulating notes within the limits of a 
reliable parity with the metals, but have never 
imposed any restraining regulation upon the 
amount of deposits with bankers, bills of ex- 
change, checks upon banks, and other things of 
a similar character, and have evidently not re- 
garded them as constituting a part of the vol- 
ume of money. 

In the testimony of Lord Overstone in 1840, 
already referred to in this chapter, he said : 

A less amount of the circulating medium of the country is 
sufficient to perform certain functions, in consequence of that 
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economic process of using the money which arises out of 
banking deposits. The same thing exists to an enormous ex- 
tent in the system of the clearing house ; but will any man 
in his common senses pretend to say, that the total amount 
of transactions adjusted in the clearing house are part of the 
money or circulating medium of the country? So book debts 
and transfers in account, throughout the whole community, 
will answer the same purpose. Again take the case of barter. 
All these are modes of economizing the use of the circulation 
or money of the country. But the attempt to make out that 
every means by which you economize the use of a thing, is 
in reality that thing itself, seems to me a logical process the 
fallacy of which is obvious. 

Economizing expedients in the use of money, 
although they are not money, have the effect of 
enabling a less quantity of it to sustain a given 
range of prices, than would be required to sus- 
tain the same range if such expedients were not 
resorted to. It is in this way that the greater 
or less comparative resort to such expedients in 
different countries on the metallic standard, af- 
fects their respective proportional shares of the 
total mass of money in such countries. The 
share of each country is that amount which 
will sustain the range of prices imposed upon 
it by its commercial relations with the other 
countries on the same standard, and the more 
it resorts to economizing expedients in the use 
of money, the less money it will need to have, 
and the less money it can have. The most fa- 
miliar and the most striking illustration of that, 
is the fact that the per capita use of money is 
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one and one - half times as great in France as 
in Great Britain, and according to some esti- 
mates twice as great. They are both rich, 
densely -populated and highly - commercial coun- 
tries, but Great Britain has carried all known 
expedients for economizing the use of money to 
the highest point of perfection at present attain- 
able, while in France, the depositing of money 
in banks is scarcely known outside of Paris, 
and is not much practiced even there. It seems 
to be agreed that the difference in the relative 
per capita amounts of money in Great Britain 
and France is caused chiefly by the different 
degrees in which they have adopted economies 
in the use of money, but it may be caused in 
part by other circumstances. 

We can easily see that the per capita amount 
of money in any country may be influenced by 
its wealth, density of population, diversification 
of industries, activity of internal trade, and per- 
haps other circumstances, as well as by the ex- 
tent of its resort to economies in the use of 
money. The relative per capita amount of money 
in countries, between which there are marked 
differences in the degrees to which economies in 
the use of money are practised, cannot therefore 
be a sure test of the extent to which such 
economies dispense with the employment of 
money. It must be regarded, however, as a tol- 
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erably good test, when no other considerable 
cause for diversities in the relative per capita 
amount of money can be discerned. At any 
rate, it seems to be the only test of experience 
which can be availed of ; and if it is at all re- 
liable, it shows that the estimates that economiz- 
ing expedients dispense with nine -tenths of the 
money which would be required without them, 
are monstrous exaggerations. The difference in 
the per capita amount of money in Great Brit- 
ain and France, is the extremest difference 
which can be found upon a comparison of any 
two countries, alike in general circumstances, 
but contrasting decisively in the degrees of their 
employment of economizing expedients in the 
use of money. 

In respect to the effect of the bank - deposit 
system, considered by itself, and disconnected 
from other expedients to economize money, we 
have had a long, practical experience of it in 
Great Britain and in this country, where that 
system has been most developed. Certainly, this 
experience decisively negatives the theory that 
inscriptions of demand* credit on the books of 

* As noticed in a preceding chapter, a very considerable 
part of bank deposits are really not demandable at pleasure, 
either because they have arisen from discounts made v^ith an 
understanding that a portion of the proceeds should not be 
drawn out, or because they belong to persons who keep what 
is called a "good bank account" as a basis of a claim for 
future discounts. 
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bankers are as much money as the circulating 
notes of banks, and that fluctuations in the 
amount of such credit inscriptions affect the vol- 
ume of money and consequently prices, as much 
as equal fluctuations in the volume of either 
coin, or of circulating paper kept at a parity 
with coin. 

In Great Britain at the present time, and this 
has been true since 1844, the volume of money, 
that is to say, of gold and bank notes com- 
bined, varies only as gold is imported or ex- 
ported, and only to the precise amount of such 
imports, or exports. That the bankers and mer- 
chants of that kingdom know, or believe that 
they .know, that it is upon the volume of money 
as thus composed, and as not including bank 
deposits, which primarily and chiefly dominates 
the course of prices and of trade, is shown by 
the tremulous eagerness with which they watch 
the inflow and outflow of gold at British ports, 
as contrasted with the indifference ' with which 
they hear of vastly greater expansions and con- 
tractions of the amount of inscriptions of de- 
mand credits on the books of bankers. On the 
occasion of the payment by Great Britain to 
this country of the Geneva award of $15,000,000, 
a sum altogether insignificant in comparison 
with the aggregate demand deposits with British 
banks and bankers, the Bank of England noti- 
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fied our Secretary of the Treasury that it would 
resist by all the means in its power, his taking 
any part of it in gold, and the operation was 
managed by means of bills of exchange, and 
without moving that metal. What the Bank of 
England feared, was the loss of $15,000,000 in 
money, and not its loss in the particular form 
of gold. It would have equally resisted an at- 
tempt of the American Secretary of the Treas- 
ury to take out of England $ 15,000,000 in 
bank notes, which would have contracted the 
British currency as much as the removal of an 
equal amount of gold. 

In respect to the Bank of England, the law 
requires the weekly return and publication of 
various items in its condition, including its de- 
posits, all of which are non - interest - bearing 
and payable on demand. Except as to that in- 
stitution, no information is obtainable as to the 
amount of demand deposits in the English, 
Scotch, and " Irish banks, and no very exact in- 
formation as to the amount of their aggregate 
deposits of all varieties. Some banks publish 
an account of '■'■liabilities," in which deposits are 
mixed up in unknown proportions with accept- 
ances and other things. Few, if any of them, 
distinguish the different kinds of their deposits, 
as interest, or non-interest, bearing, or as pay- 
able on demand, or after a certaia. number of 
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days' notice. There does not seem to be a 
legal provision for publication of accounts, ex- 
cept possibly by the Scotch banks. The London 
Economist of May 17, 1879, says : 

While some of the English, as well as some of the Irish, 
joint - stock banks publish no accounts, no English private 
bank ever publishes accounts at all. 

On the basis of such returns as were accessi- 
ble, and on its own estimates in respect to pri- 
vate bankers, the opinion was expressed in that 
number of the Economist, that the total bank de- 
posits in the United Kingdom, outside of the 
Bank of England, and not distinguishing the 
different kinds of deposits, amounted in the Au- 
tumn of 1878 to 520 or 530 million sterling, 
and in the Spring of 1879 to 460 or 470 mil- 
lions.* It would seem that British economical 
writers, either do not regard bank deposits pay- 
able on demand as any part of the volume of 
money, or regard the question of how much 
money there is in the United Kingdom with in- 
difference, except when gold is coming in or 
going out. 

From an official statement of the deposits in 
the Bank of England on the last day of the 

* See a paper by Mr. Martin in Journal of the London 
Statistical Society for September, 1879, and a paper by Wm. 
New^march, in the London Bankers' Magazine for October, 
1879. They show the impossibility of obtaining any accurate 
information as to the magnitude or fluctuations of demand 
bank deposits in Great Britain. 
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second week in each month for fifteen years, 
I have prepared the following statement of the 
maximum and minimum amount in each year, 
and given the months when the amounts were 
greatest, or least. The statement is in thousands 
of pounds sterling (three ciphers omitted): 



1866.. 
1867.. 
1868. . 
1869. . 
1870. . 
1871.. 
1872.. 

1873. • 
1864. . 
1875.. 
1876.. 
1877.. 
1878.. 
1879.. 
1880. . 



Majcimum. ^ 

June 27,254 

January 27,494 

June 27,718 

January 24,756 

March 27,670 

July 32,173 

April' 31.570 

April 34,238 

March 26,857 

October 30,177 

October . . . .36,185 

January 32,759 

March 33,709 

October 39,403 

January 36,224 



MinimuTit. 

February I7>i07 

November 23,837 

September 23,140 

November 21,364 

October 23,438 

February 24,791 

October 26,328 

August 23,989 

December 21,369 

Februaiy 22,687 

January 24,424 

November 23,953 

September .... 24,333 

December 32,273 

November 29,153 



The fluctuations are large, and some of them 
are sudden as well as large, as for example, 
$50,835,000 in four months in 1866, $22,890,000 
in three months in 1868, $51,250,000 in four 
months in 1873, and $35,650,000 in two months 
in 1879. 

From the 4th to the 2Sth of January, in the 
present year (1882), deposits in the Bank of 
England fell from ^31, "7,495 to ;£■ 27,984,141, 
which is "a fall of $ 15,651,770, or just about 
the amount of the Geneva award. A- loss of 
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only $5,000,000 in money, at very nearly the 
same date, caused a "pressure immediately " in the 
London market, as appears from the following 
from the London Economist of February 4, 1882: 

The whole sum in London unused and entirely at liberty, 
was estimated by a very competent observer, some ten or 
twelve years ago, as not being more than four millions (ster- 
ling), two of them being reductions which he considered the 
bankers might at that time make in their balances at the 
Bank, and two more the further amount which the Bank 
might conveniently spare from its reserve. 

The margin at the present moment is very considerably 
less even than the scanty one of four millions, estimated as 

being free some twelve years ago When a real 

demand comes, even if it is no more than for a million or 
so, which is taken clear out of the market and locked up 
elsewhere, as is the case with the gold recently drawn for 
Paris, the market feels the pressure immediately. 

In this country in February, 1881, under cer- 
tain appreTiensions in respect to the effect of 
legislation then pending in Congress, 141 Na- 
tional banks, scattered through twenty -four of 
the States, came to a common conclusion that 
the protection of their interests required their 
immediate recovery of the Government bonds 
which they had deposited in the United States 
Treasury as security for their circulating notes. 
They accordingly proceeded simultaneously, that 
is to say, within the space of two or three 
weeks, to deposit 1 18,764,434 of lawful money 
in lieu of those bonds, which operated as a 
contraction of the volume of money to that 
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amount. This was a small contraction, if the 
volume of money includes the 1767 million dol- 
lars of inscriptions of demand credits which the 
Comptroller of the Currency reports to have 
existed in May, 1881, on the books of the Na- 
tional and State banks and private bankers, and 
exclusive of savings banks, which are said by 
some persons to be as truly money as coin and 
bank notes. But it proved to be a large 
enough fraction of what is really alone the 
money of this country, that is to say, the met- 
als in monetary use and the government and 
bank notes circulating at a parity with the 
metals, to bring on a most remarkable strin- 
gency at the money centres. The usury upon 
loans in Wall Street was carried up to the un- 
heard of rate of one per cent, per day. The 
impresssion produced by the consequences of 
this sudden contraction of the money of the 
country, to the extent of $ 18,764,434, was pro- 
found. It also proved to be so permanent, that 
in February, 1882, the Senate of the United 
States agreed with substantial unanimity upon 
a provi'sion that the aggregate of the money 
deposited and locked up in any one month for 
the purpose of withdrawing the circulation of 
National-bank notes, shall not exceed $5,000,000. 
Contractions of bank deposits greater than- that 
occur in the City of New York in single weeks 
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without noticeable consequences and attract but 
little attention. In the clearing-house banks of 
that city, and not including the private bankers, 
the contraction of that kind was f 8,096,800 for 
the week ending February 24, 1882; $7,116,500 
for the first follow;ing week; and $4,631,100 for 
the next following week. At the end of this 
total contraction of $ 19,844,600 of bank deposits 
in three week's, the quoted rate of interest was 
below the legal rate of six per cent, per 
annum. 

During the two years beginning May 31, 1879, 
the expansion of the demand deposits of the 
National banks, and of the aggregate demand 
deposits of the National and State banks and 
private bankers, { excluding savings banks ), was 
enormous, as will appear from the following 
figures. 

Deposits — in millions oy dollars. 
In In all hanks^ 

National except 

May 31. Banks. Savings Banks. 

1879 713 IIIO 

1880 901 .... 1402 

1881 II40 .... 1767 

During the four months following May 31, 
1881, the deposits in the National banks fell 
to 1083 millions. 

Between May, 1879, and May, 1880, there was 
a great rise of prices in this country, but per- 
haps not much greater than may be attributed 
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to the additions to the metallic money and the 
natural reaction from the extraordinarily de- 
pressed prices of 1878, and of the first half of 
1879. Between May, 1880, and May, i88i, the rise 
of prices was slight, and even less than the 
continuing additions to the metallic money 
might seem to have justified. 

It is entirely too plain to require further 
illustrations, that no such consequences follow 
changes ii> bank deposits, as would be inevit- 
able if such deposits are money like coin and 
circulating notes. 

As already noticed at the beginning of this 
chapter, the doctrine that prices are controlled, 
not so much by the volume of money as con- 
sisting of the metals and of circulating notes, 
as by economies in the use of money and by 
various credit expedients, originated in the long 
controversies in England over the regulation of 
bank issues, of which the passage of the Bank 
Act of 18^4 was the final outcome. It was said 
on one side, that such issues must fluctu- 
ate largely and disastrously, so long as they 
were controlled merely by the discretion of 
the issuers and by what are called ^'■the wants of 
trade" and subject to no other check than a 
legal obligation to redeem them in coin. On the 
other side, it was insisted that only a few of 
the exchanges of trade were effected through 
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the employment of coin and bank notes, and 
that expansions and contractions of their 
amount were of comparatively little consequence. 
John Stuart Mill, who sustained the latter view, 
said {^Principles of Political Economy, Book 3, 
Chapter 24) : 

The fluctuations in the value of the currency are deter- 
mined, not by its quantity, whether it consists of gold or of 
paper, but by the expansions and contractions of credit. 

Questions respecting the regulation of [ bank notes ] so very 
small a part of the general mass of credit, cannot appear 
to us of such momentous import as they are sometimes 
considered. 

Indeed, Mill had the courage to push these 
doctrines to their logical conclusion, by declar- 
ing that under favorable circumstances bank de- 
posits and checks on banks might dispense with 
money altogether. In Chapter 12 of his Prin- 
ciples, &c., he said : 

We just now made the imaginary supposition that all per- 
sons dealt with a bank, and all with the same bank, payments 
being universally made by cheques. In this ideal case, there 
would be no money anywhere except in the hands of the 
banker ; who might then safely part with all of it, by selling 
it as bullion, or lending it to be sent out of the country 
in exchange for goods or foreign securities. But though then 
there would be no money in possession, or ultimately, perhaps, 
even in existence, money would be offered, and commodities 
exchanged for it, just as at present. People would continue 
to reckon their incomes and their capitals in money, and to 
make their usual purchases with orders for the receipt of a 
thing which had literally ceased to exist. 

This doctrine, that the volume of money is of 
little or no consequence, was not known in 
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this country outside of a few theorists, until 
about six years ago. Down to that time, the 
contrary view was accepted on all sides in leg- 
islative and political discussions. In respect to 
the paper part of money which is controllable by 
law, expansions of it were held up to public 
odium as '■'■inflations," and when any degree of 
contraction of it was deemed to be necessary, it 
was agreed that it ought to be made with care- 
ful slowness, in order to avoid dangerous dis- 
turbances of values. The contests over the en- 
largement or diminution of the greenbacks, by 
only a few millions, provoked an earnestness of 
discussion which is still fresh in public recol- 
lection. 

It was not until the commencement, in 1876, 
of the contest in the United States over the 
question whether the coin portion of the money 
of the commercial world should consist of two 
metals, or of one only, that views like those 
just quoted from Mill were maintained in this 
country by any considerable number of persons, 
or by anybody connected with public affairs, or 
taking part in legislative debates. The point 
made most conspicuously against the single 
metallic standard was that made by Hamilton 
in 1 791, that it "abridged the quantity of the cir- 
culating medium," to which the principal reply 
has been, that in more modern times the volume 
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of money has become comparatively unimportant, 
or that at any rate, even if it might be dan- 
gerous to expand it, the proposed degree of 
contraction could work no injury, on account 
of the great multiplication of banking credits 
and other substitutes for money.* 

Instead of replying in a controversial way 
to the views of Mill just quoted, and to the 
similar views recently advocated in some quar- 
ters in this country, I prefer to deal directly 
with the subject itself, and to submit to the 
reader a summary of my own conclusions in 
respect to it, without undertaking to note all 
exceptional cases and conditions. 

Many things are spoken of as economizing 
the use of money which have no such effect, as 
for example, credit used in various forms as a 
purchasing power, and such bills of exchange, 
drafts and checks, as are only used as orders 
for money by the persons in whose' favor they 
are drawn, and are not passed from hand to 
hand in lieu of money. Of many other things 
which do economize the use of money, the ef- 
fect is extremely exaggerated. 

* Through the machinery of the bank, with its system of 
checks, bills of exchange, and clearing houses, large amounts 
of business may be settled without the use of coin or circu- 
lating notes. Coin and currency are but the small change used 
in trade. Checks and drafts are substitutes for money. — Annual 
report (i88i) of the U. S. Comptroller of the Currency. 
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The use of money is economized in many- 
ways, as by bringing into circulation by the 
system of savings and other banks sums which 
would otherwise have remained idle in private 
hoards ; by payments by offsets through such 
devices as bankers' clearing houses ; and by em- 
ploying in lieu of money, in transactions requir- 
ing a medium of exchange, such substitutes as 
transfers of inscriptions of demand credits on 
the books of bankers, and as transfers of checks, 
drafts, bills of exchange, and other orders for 
money, during the period between the drawing 
of them and their presentation for payment. 

Of some economizing expedients in the use 
of money, the effect is variable. If the deposit 
system is already established, the deposits in 
existing banks increase at some times and de- 
crease at others, and the same thing is true of 
the amount of bills of exchange in circulation. 
These fluctuations are both of them most gen- 
erally a consequence of preceding fluctuations in 
the volume of money, but in that case always 
in excess of the fluctuations in money, and in- 
tensifying their effect. But such fluctuations * of 
banking deposits and bills of exchange will be 

* Banking statistics represent trading totals ; they rise and 
fall with prices ; they expand with commercial prosperity ; 
they contract in the day of bad trade. — Paper read by George 
H. Pownal, October 19, 1881, before the London Institute of 
Bankers. 
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caused by fluctuations in prices, however aris- 
ing, and they do sometimes arise and continue 
temporarily from variations in the temper of 
trade, when there is no change in the quantity 
of money. But fluctuations in prices thus aris-' 
ing, and in bank deposits and bills of exchange, 
as one of their effects, cannot proceed long or 
far in either direction without encountering the 
impassable barriers of the maximum and min- 
imum imposed upon them by the volume of 
money. 

There is another class of economizing expedi- 
ents in the use of money, the employment of 
which is not fluctuating in amount, but tends 
steadily to become more common, as countries 
advance in commercial development and in po- 
litical stability, and without reference to oscilla- 
tions in the volume of money and in prices. 
This is true of bankers' clearing houses. In 
respect to the practice of making deposits in 
banks, it is being all the time extended into 
new localities and among new classes. The ex- 
tension of economizing expedients of this kind, 
is a force acting constantly in the direction of 
helping to sustain prices or check their fall, but 
it is not a great force, and it is an exceedingly 
small one in comparison with some of the 
forces now acting in the opposite direction, such 
as the enormoMS current expansion in the popu- 
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i^don, wealth, and exchanges of the world, with 
their corresponding requirements of money. In 
all commercial countries, the profit derivable 
from these economizing expedients is a strong 
and constant inducement to resorting to them, 
-and we may therefore be quite sure that they 
are now availed of everywhere to as great an 
extent as is possible under present circum- 
stances. It is not apparent in what way they 
can be carried further, either in the United 
States, or in Great Britain, but it is not safe 
to set limits to the possibilities of human in- 
vention. In other countries, there is more room 
for a greater future resort to them, but progress 
in that direction has been exceedingly slow 
heretofore, and is likely to be so hereafter. It 
was not until the year 1853, that a banker's 
clearing house was established in the Cfty of 
New York, where banks have been so numer- 
ous since the beginning of this century, 
although the example of such a clearing house 
had been set in London long before the close 
of the last century. In most countries it is 
difficult to change National habits of any kind.* 

* The following statement appears in a recent publication 
of Victor Bonnet, a French writer : 

M. Pinard, manager of the Comptoir d'Escompte, testified 
before the Commission of Inquiry, that the greatest efforts 
had been made by that institution to induce French merch- 
ants and shopkeepers to adopt English habits in respect to 
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Taking the whole situation into account, the 
apprehensions- of mankind as to the effect of a 
reduction of metallic money from a failure of 
the mines to increase their yield in correspond- 
ence with the increasing demand, or from any 
other cause, are not likely to be allayed by the 
suggestion that the efficiency of the money in 
existence may be augmented by more clearing 
houses, and by a greater use of banks of deposit. 
In respect to the effect of economizing expe- 
dients to increase the efficiency of money, and 
thereby to either raise prices or check their fall, 
while it will be first felt in the country resort- 
ing to such expedients, it will finally be diffused 
and in an equal degree over all countries. The 
relation of prices, reckoned in the metals, be- 
tween countries commercially connected, cannot 
be permanently changed by anything done in 
one of them. The ultimate result to any coun- 
try, or group of countries, of increasing the 
efficiency of money by economizing expedients 
in the use of it in a greater degree than it is 
increased in that way elsewhere, must be, that 
the proportion of money to population and 
exchanges in such country, or group of coun- 
tries, will be reduced so as to be less than it 

the use of checks and the keeping of bank accounts, but in 
vain ; their prejudices were invincible ; it was no use reason- 
ing vpith them. They would not do it, because they would 
not. 
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is elsewhere. This is illustrated in comparing 
France and Great Britain, between whom the 
equilibrium of prices is preserved, only because 
the greater volume of French money relatively 
to population and commerce is balanced by the 
greater efficiency of British money. 

At every given time, whatever may be the 
increased degree of efficiency given to money 
by economizing expedients, fluctuations in its 
volume will as effectually influence fluctuations 
in prices, as if the efficiency of money had not 
been increased at all. In mathematics, the pro- 
portion between the duplications of two sums, 
is the same as it is between the sums them- 
selves. In mechanics, the effect of power at' 
the point of application may be increased by 
leverage, but with a given amount of leverage 
the effect is exactly in proportion to the power. 
A larger load can be hauled by the same power 
over a macadamized road than over a dirt road, 
and a still larger one over a railroad. But to 
whatever degree of perfection a road may be 
brought, as respects economizing the power re- 
quired in hauling over it, it will still be true 
at every given time, that the weight which can 
then be hauled over it will vary precisely as 
the power varies. In like manner, any expe- 
dients which increase the efficiency of one vol- 
ume of money by a certain percentage, would 
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at the same time increase the efficiency pf any 
other volume of money in an equal proportion. 
The same monetary work can be done, and the 
same scale of prices can be sustained, with a 
less per capita circulation in Great Britain than 
in France, but in each of these countries at 
every given time, and in the actual degree at 
such time of its employment of the expedients 
which economize money, prices will fluctuate, 
other things being equal, as the per capita cir- 
culation fluctuates. 

Expedients which economize the use of money, 
or increase its efficiency, do undoubtedly pro- 
duce some of the effects produced by additions 
to the volume of money, but it is confounding 
things essentially distinct to describis such ex- 
pedients as additions to the volume of money. 
Nobody would think of describing a bankers' 
clearing house in that way. Demand credits on 
the books of bankers, checks, drafts, and bills 
of exchange • cannot be described in that way 
with any more propriety. Being merely prom- 
ises to pay money, or orders for its delivery, 
they cannot exist independently of it, and can- 
not supply its place. Nor can they counterbal- 
ance a contraction of money, because their own 
volume always contracts at the same time, and 
-in a somewhat greater ratio, whereby the evil is 
rather aggravated than mitigated. 
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The monetary theories of the metallic school 
can only be sustained by accepting each and all 
of the following propositions : 

First, that, other things being equal, the value 
of money depends upon its quantity. 

Second, that the supply of the metals is toler- 
ably steady, and that, being furnished by nature, 
it is independent of the ignorant or corrupt 
mismanagement of governments. 

Third, that if Government or bank notes form 
a part of the circulation, they ought to be kept 
at a parity with coin by redemption or limita- 
tion of quantity, and that under such a regula- 
tion, the mixed currency of coin and paper is 
either the same in quantity as a currency of 
coin alone, or that the relation of quantity 
between the mixed currency and an exclusively 
metallic currency is such, that their fluctuations 
of volume are approximately the same. 

Fourth, that in the case of a coin currency it 
is only the coin, and in the case' of a mixed 
currency of coin and of notes, it is only the 
aggregate of the coin and notes, which consti- 
tutes the volume of money. 

No degree of steadiness of proportion between 
the demand for money and the supply of coins, 
or of coins and circulating notes kept at a 
parity with coin, will assure steadiness in the 
quantity and value of money, if an indefinite 
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number of other things, such as bank deposits, 
bills of exchange, credit used as a purchasing 
power, and checks on banks, are component 
parts of the volume of money, and if further- 
more, the quantity of such other things fluctuates, 
not in any degree of correspondence with, but 
independently of, fluctuations in the volume of 
coin, and of circulating notes kept at a parity 
with coin. And especially will this be true, if 
some calculations currently made are correct or 
approximate correctness, that these other things 
do in Great Britain, and in the United States, 
constitute nine -tenths of the volume of money, 
so that coin, and government and bank notes, 
are reduced to such an insignificant fraction of 
the whole money, as to exert no appreciable 
influence over its value. If mankind can be 
prevailed upon to accept such doctrines, they 
will not much longer submit to the enormous 
costs and sacrifices of procuring the material of 
coins, nor will they much longer vex themselves 
with labors and anxieties in order to maintain 
such a regulation of the quantity of circulating 
notes as will keep them at a parity with coin. 



THE END. 
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